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Date 

7/16/73 

8/27/73 

9/24/73 

9/24/73 

4/17/74 


6/13/74 

6/14/74 


Relevant Docket Entries 
73 Cr. 693 


Proceedings 
Filed indictment. 


A.C. Solomon - Filed notice 
of appearance by Nickerson, 

Kramer, Lowenstain, Nessen 
& Kamin, Esqs. , 919 Third 
Avenue, NYC 10022 (688-1100) 

Alan C. Solomon - Filed affdvt. 
and notice of motion for an 
order supressir.g testimony 
given by deft, on 5/17/73 

Alan C. Solomon - Filed defts 
memorandum of law in support 
of motion to suppress. 

Filed Opinion #40609 - For 
reasons indicated—The motion 
to suppress is, therefore, denied 
since no such showing has been 
made. However, if defendant 
so moves, he will be granted an 
evidentiary hearing on the eve 
of trial to enable him to establish 
that a conspiracy which would 
warrant suppression of the state¬ 
ment existed. So ordered 
Carter, J. (m/n) 


Alan C. Solomon (atty. present) 
Suppression Hearing begun before 
Carter, j. 

Hearing continued and concluded, 
Dec. Res. - Carter, j. 

Alan C. Solomon - Filed defendants 
waiver 


7/3/74 
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Date 

7/3/74 


6/28/74 


8/1/74 


7/23/74 


9/12/74 


Proceedings 

Alan C. Solomon - (Atty.present) 
deft, waives trial by jury. 

NON-JURY TRIAL begun on count 7 
only before Cart, J. Trial con¬ 
cluded. Deft, guilty on count 7 - 
P.I.S. ordered. Sentence adj. to 
Sept. 9, 1974 at 9:30 AM. Deft, 
continued R.O.R. — Carter, J. 

Alan C. Solomon - Filed Opinion 
#40903 ...denying defendant's 
motion to suppress. - Carter,J. m/n 

Alan C. Solomon — Filed endorse¬ 
ment that defendant's motion to 
reconsider in re suppress is 
denied. So ordered - Carter,J. m/n 

Solomon - Filed transcript of 
record of proceedings dated 
6/13-14/74 

Solomon - Filed JUDGMENT (atty. 
present) It is adjudged the 
imposition of sentence is hereby 
suspended and the defendant is 
placed on probation for a period 
of ONE(l) YEAR. A committed fine 
of $5,000 to be paid during the 
terms of his probation, subject 
to the standing order of proba¬ 
tion of this court. Condition of 
probation is to work at least 5 
hours a week for the term of his 
capacity involving expenditures 
of energy and of time and the 
contribution of mind, with a group 
of under privileged persons. The 
program to be worked out with the 
probation officer and approved by 
the court, and to involve periodic 
reports to the court concerning its 
progress. Counts 1, 2,3,4,5,6,8,9, 
10,11,12,13,14,15 and 16 are dis- 
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Date 

9/12/74 (Cont.) 

9/23/74 


Proceedings 

missed with the consent of the 
Government on the motion of the 
defendant's counsel - Carter,J 
(copies issued) 

Filed Notice of Appeal for Deft. 
Alan C. Solomon from a judgment 
of conviction of this Court 
entered on 9/12/74 (m/n) 





INDICTMENT (Filed July 16, 1973) 

UNITED STATES DISTRICT COURT 
SOUTHERN DISTRICT OF NEW YORK 


- - - - 


- X 


UNITED 

STATES OF AMERICA 

x 



-V- 

t 

INDICTMENT 

ARTHUR 

J. LEVINE, SOL LEIT, 

s 

73 Cr. 

ALAN C 

. SOLOMON, JOEL KUBIE, and 



ROBERT 

K. LYNN, 

X 



Defendants. 

X 


> > - . 


- X 



The Grand Jury charges: 

X. From on or about the 1st day of January, 

1971, up to and including the 4th day of June, 1973, in the 
Southern District of New York, ARTHUR J. LEVINE, SOL LEIT, 

ALAN C. SOLOMON, JOEL KUBIE and ROBERT K. LYNN, the defendants, 
and Weis Securities, Inc., (hereinafter referred to as Weis), 
named herein as a co-conspirator but not as a defendant, and 
other persons to the Grand Jury known and unknown, unlawfully, 
wilfully and knowingly, did combine, conspire, confederate 
and agree together and with each other to commit certain 
violations of federal law, to wit, to violate Title 18, 

United States Code, Sections 1341 and 2, Title 15, United States 
Code, Sections 78j(b) and 78q(a) and 17 C.F.R., Sections 240.10b-5 
and 240.17a-3. 

OBJECTS or Tlir. CONSPIRACY 
2. S ecurities fraud : It was a part of this 
conspiracy that the defendants and co-conspirator Weis 
unlawfully, wilfully and knowingly would and did, directly 
and indirectly, in connection with the purchase and sale of 
securities, by the use of the means and instrumentalities of 
interstate commerce, to wit, the telephone, and by the use of 


the mails, 








a) employ devices, schemes and 


Sa 


artifices to defraud, and 
b) engage in acts, practices and 

courses of business which would and 
did operate as a fraud and deceit 
upon actual and prospective customers, 
creditors and shareholders of Weis. 

3. Mail Fraud : It was further a part of this 
conspiracy that the defendants and co-conspirator Weis, 
having devised a scheme and artifice to defraud and for 
obtaining money and property by means of false and fraudulent 
pretenses and representations, unlawfully, wilfully and 
knowingly, and for the purpose of executing said scheme and 
artifice, and attempting so to do, would place and cause 

to be placed in post offices and authorized depositories for 
mail matter, and would cause to be delivered by mail, certain 
matters to be sent and delivered by the Postal Service, to wit, 
false and fraudulent statements of the financial condition 
of Weis. 

4. False Books and Records : It was further 

n part of this conspiracy that the defendants and co-conspirator 
Weis (a member of a national securities exchange and a broker 
or dealer registered pursuant to the Securities Exchange Act 
of 1934, as amended) did unlawfully, wilfully and knowingly 
falsely make .jnd keep, and did cause to be falssely made and kept, 
books and records of Weis which purported to represent the true, 
accurate and current financial condition of Weis, when in truth 
and in fact, as the defendants then and there knew, the aforesaid 
books and records were materially false and fraudulent. 





PARTICIPANTS 
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5. During the aforesaid period and specifically 
between March, 1972, and June 4, 1973: 

a) Co-conspirator Weis was a brokerage 
firm and member of the New York Stock 
Exchange and the American Stock Exchange, 
having its principal place of business at 
17 Battery Park Place, New York City, 

New York. Weis (formerly known as Weis Voisin 
4 Cannon Co., Inc., and as Weis Voisin l Co., 

Inc.) transacted a business in securities on 
its own behalf and on behalf of approximately 
50,000 customers and/or ac< j ts. In the 
aforesaid period, Weis experienced substantial 
losses which endangered its net capital and 
significantly impaired its ability to remain 
solvent. As of May 24, 1973, Weis was suspended 
as a member of the New York and American Stock 
Exchanges. On June 4, 1973, Weis was placed in 
receivership under the Securities Investor 
Protection Corporation (SIPC). 

b) The defendant ARTHUR J. LEVINE was the Chairman 
of the Board and Chief Executive Officer of Weis 

and, as such, had and exercised overall responsibility 
for Weis' operations. 

c) The defendant SOL LEIT was the President and the 
Chief Operating Officer of Weis and, as such, had 
and exercised the primary responsibility for the 
day-to-day operation of Weis, including the pre¬ 
paration and maintenance of current and accarate 
books and records. In his capacity as President 

of Weis, the defendant SOL LEIT reported to the 

defendant ARTHUR J. LEVINE, the Chairman of the 
Ro.ird. 







d) Tne defendant ALAN CTSOLSRffff^K^^^™ 
Treasurer and an Executive Vice President 
and a Director of Weis. As Treasurer, the 
defendant ALAN C. SOLOMON was the chief 
financial officer of Weis, responsible for 
signing financial reports and statements of 
financial condition to be sent to customers 
and submitted to various regulatory agencies 
including, but not limited to, the United 
States Securities Exchange Commission, the 
New York Stock Exchange and the American 
Stock Exchange. 

e) The defendant JOEL KUBIE was the Comptroller 
and an Executive Vice President and a Director 
of Weis. As Comptroller, the defendant KUBIE 
had responsibility for the accounting and re¬ 
lated departments of Weis. The defendant KUBIE 

reported to the defendant LEIT, the President of 
Weis. 

£) The defendant ROBERT K. LYNN was the Assistant 
Comptroller and a Vice President of Weis. The 
defendant LYNN was a subordinate of the defendant 
KUBIE until March 30, 1973, when the defendant 
LYNN became the Comptroller of Weis. 

THE MEANS 

6. Among the means by which the defendants and 
co-conspirator Weis would and did carry out the 
aforesaid conspiracy were the following: 
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a) The defendants LEVINE and LEIT would and 
did agree to fraudulently inflate and falsify 
the profit and loss statement of Weis for its 
fiscal year ending May 26, 1972 by reporting 
earnings of $1,300,000 whereas in truth and 
in fact as they then and there well knew Weis 
had actually suffered losses in the period 

in excess of $1..500,000. r 

b) Thereafter tie defendants LEVINE and LEIT 
would and did instruct "their employees, including 
the defendants KUBIE and LYNN, to falsify Weis' 
books and records to justify fraudulent state¬ 
ments of financial condition. 

c) The defendants LEVINE, LEIT, KUBIE and LYNN 
would and did cause wholly fictitious entries 

to be made and maintained in the books and records 
of Weis, which entries not only fraudulently 
inflated the earnings, but also inflated the 
capital and assets of Weis as well as falsely 
understated Weis' liabilities. 

d) The defendants LEVINE, LEIT, KUBIE and LYNN 
would and did fraudulently conceal from Weis' 
auditors, Touche, Ross & Co., the existence and 
nature of the aforesaid fraudulent books and 
records and, in addition, would and did create 
directly and indirectly wholly fictitious docu¬ 
mentation for the aforesaid fraudulent entries. 







e) The defendants LEVINE, LEIT, KUBIE and % 

LYNN would and did cause to be prepared 

woodwork" schedules, which schedules detailed 
what had been concealed in the "woodwork" -i.e. 
the items that haa been falsified on Weis' 
books and records or not included therein. 
Thereafter, the defendants LEVINE, LEIT, KUBIE 
and LYNN would and did meet and discus:; the 
aforesaid "woodwork" schedules. 

f) The defendant SOLOMON, upon being informed 
of the true facts, would and did meet with the 
defendants LEVINE, LEIT, KUBIE and LYNN and did 
thereafter participate in the falsification of 
Weis' books and records. 

g) The defendants LEVINE, LEIT, SOLOMON, KUBIE 
and LYNN would and did mail and cause to be 
mailed to all of Weis' customers and/or accounts, 
statements of Weis' financial condition, which were 
materially false with respect to the assets, 
liabilities and retained earnings, among other 
items. 


h) The defendants, LEVINE, LEIT, SOLOMON, KUBIE 
and LYNN would and did cause to be filed with the 
Securities and r- -range Commission, New York Stock 
Exchange and American Stock Exchange false finan¬ 
cial reports, to wit, a false SEC X 174A-5 Report 
and false Joint Regulatory Reports. 


/ 





In furtherance of the said conspiracy and to 
affect the objects thereof, the defendants and co-conspirator 
Weis did commit the following overt acts, in the Southern 
District of New York* 


1. On or about the 28th day of April, 1972, the 
defendants LEVINE, LEIT, KUBIE and LYNN were present at 
Weis' offices, 17 Battery Park Place, N«v York City, New York 
and there caused a reserve account of and for Shsiman, Hochstin 
and Trotta to be written-off and a corresponding amount to 
be fraudulently credited tc various and sundry income accounts 
in order to falsely inflate income by an amount in excess of 
$625,000. ■ 


2. On or about the 24th day of May, 1972, the 
defendants LEVINE, LEIT, KUBIE and LYNN were present at Weis' 
offices in New York City and caused entries to be made in 

an insurance claim account receivable relating to Winslow, 
Cohu and Stetson and entries to be made in the corresponding 
amount to various and sundry income accounts in order to 
falsely inflate income by an amount in excess of $500,000. 

3. On or about the 25th day of May 1972, the 
defendants LEVINE, LEIT, KUBIE and LYNN were present at 
Wei6' offices in Ne> York City and there caused two checks 
to be issued, one for $125,735.25 to Arlen Properties and 
the second for $200,000 to 17 Battery PJ-...J Associates, 
which amounts wore recorded r-. weis' books and records as 

a payment agains* liabilities. The defendants LEVINE, LEIT, 
KUBIE and i./:N thereafter at Weis' New York City office, did 
-'•use the former check to be redeposited in Weis' bank ac¬ 
count and the latter check to be exchanged with a check of 
an associate of the defendant LEVINE, the proceeds of which 
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chocks were fraudulently credited to Weis 1 income, thereby IU 
falsely inflating Weis' profit by an amount in cxcoss of 
$325,000. 

4. On or about the 26th day of May 1972, the 
defendants LEVINE, LEIT, KUBIE and LYNN were present at 
Weis' offices in New York City and there fraudulently 
inflated and caused to be fraudulently inflated, the 
valuations of securities held in Weis' proprietary ac¬ 
count as of said date, thereby falsely inflating unrealized 
gains to Weis in the approximate amount of $250,0)0. 

5. On or about the 11th day of July 1*72, the 
defendants LEVINE, LEIT, KUDIE and LYNN were present at 
Weis' New York office and there caused to be filed with the 
New York Regional Office of the SEC a false X-17A-5 report of 
financial condition. 

6. In or about the end of July, 1972, or the early 
part of August, 1972, the defendants LEVINE, LEIT, and KUBIE 
were present at Weis 1 office, and there caused, directly and 
indirectly, a false statement of financial condition to be 
mailed to all Weis 1 customers and/or accounts. 

7. In or about the end of December, 1972, or the 
early part of January, 1973, the defendants LEVINE, LEIT, 

KUBIE and LYNN were present at Weis' office in New York City 
and there caused to be mailed to all customers of Wei. a 
statement of financial condition as of the end of the first 
half of Weis' fiscal year, which statement was false and 
fraudulent. 

In or about January. 19 73, the defendant SOLOMON 
ca- ua false entries to be made on the books and records of 
Weis reflecting a proprietary position in Pan American 4 1/fi 
bonds to mature in 1984, when in fact Weis' position was in 
similar bonds but with a substantially lower value, which 
fraudulent tnt.ioa falsely inflated Weis 1 unrealised gains by 

*ippiiiu.,1 • jy fyoft.imo. 





9. On or about the 6th day of February, 1973, 
the defendants LEVINE, LEIT, KUDIE, SOLOMON, and LYNN 
were present at Weis' office in New York City and there 
directly and indirectly caused a false entry to be made 
in the books and records reducing the amount of bank 
loans payable by Weis by $1,500,000 and thereafter 
fictitiously caused various and sundry income accounts 

to be credited with the corresponding amounts, thereby 
fraudulently inflating Weis' incorr"' for the period by 
$1,500,000. 

10. In or about the middle of February, 1973, 
the defendants LEVINE, LEIT, KUB1E and LYNN were present 
in Weis' offices in New York City and there directly 

and indirectly caused an employee in the accounting 
department,Michael Fishbein, to be fired from his job 
because said employee had raised questions about the 
aforesaid fraudulent $1,500,000 write-off of the bank 
loan account referred to in paragraph 9 above. 

11. On or about the 17th day of February, 1973, 
the defendants LEVINE, LEIT, SOLOMON, KUBIE and LYNN 

were present at Weis' office in New York City and there 
caused to be filed with the New York Stock Exchange and 
American Stock Exchange a false Joint Regulatory Report 
for the month of January, 1973. 




12. On or about the 17th day of March, 1973 
the defendants LEVIKE, LEIT, SOLOMON, KUBIE and LYNN 
were present at Weis' office in New York City and there 
caused to be filed with the New York Stock Exchange and 
Amer -an Stock Exchange a false Joint Regulatory Report 
for the month of February, 1973. 

13. On or about the 17th day of April, 1973, 
the defendants LEVINE, LEIT, SOLOMON, KUBIE and LYNN 
were present at Weis' office in New York City and there 
caused to be filed with the New York Stock Exchange and 
American Stock Exchange a false Joint Regulatory Report 
for the month of March,*1973. 


(Title 18, United States Code, Section 371.) 
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COUNTS TWO THROUGH TEN 

The Grand Jury further charges: • 

1. From on or about the 28th day of April, 

1D72, up to and including the 4th day of June 1973, in 
the Southern District of New York, Weis Securities, Inc., 

17 Battery Park Place, New York, N.Y. (hereinafter "Weis") 

' “ i 

• I . I 

a member of a national securities exchange, directly 

.' i 

transacted business in securities directly with and for 

i 

■ ■ others not members of a national securities exchange and, j 

further, was a broker or dealer registered pursuant to 

i: 

* i 

Section 15 of the Securities Exchange Act of 1934, as 

w : 

li 

; amended, and therefore was required by law [17 C.F.R. 240- ! 

I 

’I 17a-3(a)] to make and keep accurate and current books and 

•i 

I records. i 

.2. From on or about the 28th day of April, 

1972, up to and including the 4th day of June 1973, and more 

specifically on or about the dater hereinafter described the 

ij 

!' defendants, ARTHUR J. LEVINE, SOL LEIT, ALAN C. SOLOMON, « 

% * I 

JOEL KUBIE and ROBERT K. LYNN, unlawfully, wilfully and 

» 

I 

knowingly, did falsely make and maintain Weis' books and 
records in a fashion which represented that Weis' financial 

I • 

condition was sound and that Weis was earning substantial 
income when, in truth and in fact, as the defendants then 

» i 

and there well knew, Weis was in serious financial trouble 
and was suffering significant losses which substantially ^ 

,i impaired, and threatened to impair, its ability to remain 

I 

solvent, which books and records hereinafter listed, were 
not current and accurate as hereinafter described: 




> 
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o 


Count 


False 
Hn try 


raise Puttv 


Profit and I.osn 

4/2 8/7? Write-off ol Stioim.in Inflated Weis' 

lloclistin i Trott.i income in excess 

reserve account and of $625,000 

credit of approx¬ 
imately $620,000 to 
income accounts 

5/24/72 Write-up in insurance Inflated Weis' 
claim receivable re income 

Winslow, Cohu and $500,000 

Stetson and credit 
of $500,000 to income 
accounts 


5/25/72 Write-off of lease¬ 
hold improvement 
liabilities and 
credit of Weis' 
income by two checks 
totalling approx¬ 
imately $325,000 

5/26/72 Inflation of 

valuations of secur¬ 
ities held in Weis' 
proprietary account 

2/28/72 Failure to accrue 

3/30/73 liability for rent 
for 13 months 


Inflated Weis' 
income by 
approximately 
$325,000 


Inflated Weis' 
unrealized by 
approximately 
$250,000 

Understated 
accrued expenses 
by approximately 
$540,000 


1/15/73 Recording Weis' Inflated Weis' 

4/30/73 purchase of Pan unrealized 

American 4 1/23 bonds, income by approx- 
1984, when, in fact, imately $200,000 
Weis had purchased 
bonds having a sub¬ 
stantially lower value 


15a 

Defendants 

LEVINE 

LEIT 

KUBIE 

LYNN 


LEVINE 

LEIT 

KUBIE 

LYNN 


LEVINE 

LEIT 

KUBIE 

LYNN 


LEVINE 

LEIT 

KUBIE 

LYNN 

LEVINE 

LEIT 

SOLOMON 

KUBIE 

LYNN 

LEVINE 

LEIT 

SOLOMON 

KUBIE 

LYNN 


8 

2/6/73 

Recording of payment 
$1,500,000 in bank 
loans and credit of 
income accounts 

Inflated Weis' 

income 

$1,500,000 

LEVINE 

LEIT 

SOLOMON 

KUBIE 

9 

3/22/73 

Recording of payment 
of $2,000,000 in bank 
loans and credit to 
income accounts 

Inflated Weis' 
income by 
$2,000,000 

LYNN 

LEVINE 

LEIT 

SOLOMON 

KUBIE 

LYNN 

10 

1/1/ /3 
4/30/73 

Rec'-ju.'..g of sale 
ol stock not owned 
by Weir. 

Inflated Weis' 
income by 

approximately 

$250,000 

LEVINE 

LEIT 

SOI/OMOK 

Kuiui: 

LYNN 


itb' 15, Uni led Ntriton Code, Section;? 7ltrj(.i) ,?mi 7Cf( r ) id 
.r.l:. D.s:t ion:. 240.17 (^3, Till. J8, Unit id Mt.it. i Co.' 

Sect ion ;>.) 
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COUNTS ELEVEN THROUGH THIRTEEN 


16a 


The Grand Jury further charges: 

1. From on or about the 1st day of January, 

1971, up to and including the 4th day of June, 1973, in the 
Southern District of New York, ARTHUR J. LEVINE, SOL LEIT, 

ALAN C. SOLOMON, JOEL KUBIE and ROBERT LYNN, the defendants, 
unlawfully, wilfully and knowingly did, directly and in¬ 
directly, and by the use of the means and instrumentalities 
cf interstate commerce and the mails, use and employ, in con¬ 
nection with the purchase and sale of securities, manipulative 
and deceptive devices and contrivances in contravention of 
Rule 10b-5 {17 CFR Section 240.10b-5] of the rules and regula¬ 
tions of the United States Securities and Exchange Commission. 

2. The allegations contained in paragraphs 5 and 

6 of Count One of this Indictment are repeated and re-alleged 
as though fully set forth herein as constituting and describ¬ 
ing some of the means by which ARTHUR J. LEVINE, SOL LEIT, 

ALAN C. SOLOMON, JOEL KUBIE and ROBERT LYNN, the defendants, 
committed the offenses charged in Counts Eleven through Thir¬ 
teen. . 

3. On or about the dates hereinafter set forth 
in Counts Eleven through Thirteen, in the Southern District 
of New York, the defendants, ARTHUR J. LEVINE, SOL LEIT, ALAN 
C. SOLOMON, JOEL KUBIE and ROBERT LYNN, unlawfully, wilfully 
and knowingly, by the use of means and instrumentalities of 
interstate commerce and the mails as hereinafter set forth, 
did employ devices, schemes and artifices to defraud, and did 
engage in acts, practices and courses of business which operat¬ 
ed as a fraud upon actual and prospective customers, creditors 
and shareholders of Weis Securities, Inc. (hereinafter "Weis"): 
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Count 

Date 

Method of 
Communi¬ 
cation 

Recipients 

17a 

Matter 

11 

Late July 
or early 
Augus t 

1972 

Ma*l 

A) 1 customers 
of Weis 

Audited balance shec 
prepared by Touche 
Ross & Co. for the 
fiscal year of Weis 
ending May 26, 1972. 

12 

Late Dec¬ 
ember 1972 
or early 
January 

1973 

Mail 

All customers 
of Weis 

Balance sheet of We: 
for November 1972. 

1 

13 

Early April, 
1973 

Mail 

All customers 
of Weis 

Balance sheet of We: 
for February 1973. 

1 


(Title 15, Unijted States Code, Sections 78 j (b) ,78f (f) and 
17 C.F.R. §240.10-b(5); Title 18, United states Code, 
Section 2.) 


COUNTS FOURTEEN THROUGH SIXTEEN 

I 

I 

The Grand Jury further charges: j 

1. From on or about the dates hereinafter set ; 

forth in Counts Fourteen through Sixteen, in the Southern Dis¬ 
trict of New York, ARTHUR J. LEVINE, SOL LEIT, ALAI 1 SOLOMON, 

t 

JOEL KUBIE and ROBERT LYNN, the defendants, unlawfully, wil¬ 
fully and knowingly did devise and intend to devise a scheme 
and artifice to defraud actual and prospective customers, 
creditors, and shareholders of Weis Securities, Inc. herein- 

I 

Weis and others, to obtain money and property from 
said persons by means of false and fraudulent pretenses and 
representations, and, for the purpose of executing said 
scheme and artifice to defraud and attempting so to do, did 

♦ 

place or.d cause to be placed in post- offices and authorized 

I 

depositories for mail i"-Lccr, and did cause to be delivered 
by maiJ ~ wording to the directions thereon, certain matter 

• . i 


to be sent and delivered by the Postal Service. 






2. The allegations contained in Paragraphs 
Five and Six of Count One of this Indictment are repeated 
and re-alleged as though fully set forth herein as constitut¬ 
ing and describing some of the means by which the defendants 
committed the Offenses charged in Counts Fourteen through 
sixteen. 

3. On or about the dates hereinafter set forth 
in Counts Fourteen through Sixteen, in the Southern District 
Of New York, ARTHUR J. LEVINE, SOL LEIT, ALAN C. SOLOMON, 

JOEL KUBIE and ROBERT LYNN, the defendants, unlawfully, wil¬ 
fully and knowingly did cause to be delivered by mail, accord¬ 
ing to the direction thereon, to the persons hereinafter set 
forth, the matters hereinafter set forth: 


Count 

Da' i 

Addressees 

Matter 

14 

Late July 
oi early 

August 

1972 

All customers 
of Weis 

Audited balance sheet 
prepared by Touche Ross 
& Co. for the fiscal 
year of Weis ending 

May 26, 1972 

15 

Late Dec¬ 
ember 1972 
or early 
January 

1972 

All customers 
of Weis 

Balance sheet of Weis 
for November 1972, for 
the first half of Weis' 
fiscal year. 

16 

Early 

April 

1973 

All customers 
of Weis 

Balance sheet of Weis 
for February 1973, for 
the third quarter of 
Weis' fiscal year. 


(Title 18, United States Code, Sections 1341 and 2.) 









COUNT SEVENTEEN 


19a 


The Grand Jury further charges: "* '* 

, * * ! |i 

1. Weis Securities, Inc. (hereinafter "Weis") 

was a brokerage firm, a member of the New York Stock Exchange 

and American Stock Exchange, and was registered as a broker 

and dealer pursuant to Section 15 of the Securities Exchange 

Act of 1934, as amended, and therefore was required by law 

17 C.F.R. 240-17a-5, to file, following the end of Weis 1972 

!> fiscal year, a report of financial condition containing the 

information required by Fcrm X-17A-5. 
ji 2. On or about the 11th day of July, 1972, in 

! ! the Southern District of New York, ARTHUR J. LEVINE, SOL LEIT, 

|■ JOEL KUBIE and ROBERT K. LYNN, the defendants, unlawfully, wil- 

* . 

fully and knowingly did make, and cause to be made, statements 
in an X-17A-5 report of' financial condition of Weis which 
statements were false and misleading with respect to material 

J * 

facts as follows: 

jj a) Statements of the valuation of 

jj Securities held in proprietary 

t • 

i! 

j‘ accounts were falsely inflated. 

I # 

b) Statement of retained earnings was 

i! 

j, falsely inflated by approximately 

!: $2,500,000. 

it 

‘ 

c) Statement of leasehold improvement 
falsely overstated by at least 

I 

$325,000. 

d) Statement of commisniona receivable 
on the last live trade dates falsely 


inilatod. 
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e) Statement of insurance claim 
receivable re: Winslow, Cohu 
and Stetson and income falsely 
inflated by at least $500,000. 

f) Statement of Sheiman, Hochstin 
& Trotta liquidation omnibus 
account and income falsely 
overstated by at least $625,000. 

g) Statement of liabilities falsely 
understated by failure to report 
substantial liabilities. 

h) Various and sundry asset and 
income items falsely inflated. 

(Title 15, United States Code, Sections 78q(a) and 
78(f) and 17 C.F.R. Sections 240.17a-5, Title 18, 
United States Code, Section 2.) 

COUNT EIGHTEE N 

The Grand Jury further charges: 

1. Weis Securities, Inc. (hereinafter "Weis") 
was a brokerage firm, a member of the New York Stock Exchange 
and American Stock Exchange, and was registered as a broker 
and dealer pursuant to Section 15 of the Securities Exchange 
Act of 1934, as amended, and therefore was required by law 
17 C.F.R. 240-17a-5, to file, following the end of Weis' 

1972 fiscal year, a report of financial condition containing 
the information required by Form X-17A-5. 


t 












2 


2. On or about the 11th day of July, i 972 , 
in the southern District of New York, ARTHUR J. devine, 
the defendant, unlawfully, wilfully and knowing. did ’ make 
and cause to be cade a statement attached to the aforesaid 
X-17A-5 report of Weis, which statement was an oath and 
affirmation that to the best of his knowledge and belief 
the financial statement and supporting schedules were true 
and correct, whereas in truth and in fact, as the defendant 
LEVINE then and there well knew, said X-17A-S report was 
materially false as hereinafter specified: 

a) Statements of the valuation of 
securities held in proprietary 


accounts were falsely inflated, 
b) Statement of retained earnings 

was falsely inflated by approximately 
$2,500,000. 

O Statement of leasehold improvement 
falsely overstated by at least 
$325,000. 


d) Statement of commissions receivable 
on the last five trade dates falsely 
inflated. 

e) Statement of insurance claim receivable 
re: Winslow, Cohu and Stetson and 
income falsely inflated by at least 
$500,000. 






f) Statement of Sheiman, Hochstin 
& Trotta liquidation omnibus 
account and income falsely 


overstated by at least $625,000. 

g) Statement of liabilities falsely 
understated by failure to report 
substantial liabilities. 

h) Various and sundry asset and 
income items falsely inflated. 

(Title 15, United States Code, Section 78q(a) and 
78f(f) and 17 C.F.R. Sections 240.17a-5; Title 18, 
United States Code, Section 2.) 


Foreman 


PAUL J. CURRAN 
United States Attorney 
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• * 


Defendant In being prosecuted on charges that 

h., along with oth.ro, »• an officer and director of. 
vie is Soourltlcs (wele) knowing lv caused faloo financial 
report, to be fllod with tho Hew York Stock Exchange , 
(Exchange) end with tho Securities and Exchange Conmloolon 
(SEC) In an effort to conceal tho tact that Vole had 
, insufficient capital to continue Its activities as brokor 
dealer a. rogelred by tho Securities and Exchange Act of 
M ,4 and the DEC'S lnplcnentlnn regulation.. Hels was a 
^, or of the Exchange, an,', as an officer of v:.is, defend¬ 
ant was an allied mobor of the Exchange. Tho Exchange 
constitution regulros an allied ro»b.r such a. defendant 
to furnish infomatlon or to appear and testify before 
tho hoard of the Exchange under certain circuvstancoa. 
Failure to «P:>o.r to testify If called 1. grounds for 
' expulsion or suspension free tho Exchance. How York Stock 
Exchange Constitution, Article Y.tV. Section S. Defendant 
was .omened to give testimony on Hay 17, 1773 before the 
Department of '.c'rbor Firms ef the Exchange. At tho outset 
of that hearing defendant was sdvlsod that tho subject 
of the lngsiry was whether Vein was ,.ln compliance with 
tl o net caoltal requirements as promulgated In Rule 33S 


♦ 4 







k ' .♦ • 


of tho rxchonge and whethor defendant knew anything about 

• % 

tho filing of faJ .30 financial roport 3 vrlth the Exchengo 
end SEC misstating Wois’ capital situation. Defendant 
was re^MoentC'l by counsol and was awaro that refusal 
to testify would result in his suspension from the Exchange. 
Shortly after tho tostir.ony of the defendant was given/ 
it was turned over to the 6 KC. Thoreaftor « criminal 
investigation began and this indictment was returned on 
July 16. 

Defendant *"ov»s to sundress the testimony 
'■’iven on *a/ ]7. It is argue* ':hat the testimony in 
gueation v.vs obtained in violation of defendant's 5th 
amendment rights. The theory is that tne Xxchango was 
norforwim a novernmontnl function in its investigation 
of Weis, and in the nrocans used constitution illy impor- 
mi 3 jiPlo coercion to obtain Solomon's testimony. Defend¬ 
ant har. raised an appropriate question, but its resolu¬ 
tion is not aided in ny judgment by the broad roach which 
defendant assorts must ’.jo givon to )ioldin r rsof tho United 
States Supremo Court in I/ifkowitx v. Turley,_U.S. 

_, 35 L.od .2d 774 (1373); Qnr rity v. TT c-r .Tpr-n y , 333 

U.S. 403 (1767); and Unifor med Sa nitation Men Tunnel atl^n 
v. Sanita tion Com. > 1 snlon or, 3*12 U.S. 2L0 (1963). Ilor 
is tho "oveunmontin approach helpful in relying on ennos 

- 7 - 
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,uch a. »»25S *• B»Si»£JBK2P-?t **>••£«*-£.?. Psisna* 
m f. M '24 (7th Clr.l. cart. ■»*'. W U.S. 5®« <»«>»' . 

(,..,llm with s .riv*t«. as onooh.,.! to .jovormaonta 1 activity. 

’.r ilo tM' York Stock Txchpnw is not a 
- 7 0 varnxn::ntal a^anoy. its fund Ions an.’ operation** have 
bee „ held to be sufficiently vith a public interest 

to -aandatc that idler, taken hy the I y.c hnn.*e in rtsaeot 
of its menbors rust be consonant *lth nrocoduroi ■»*•“ 
euarda to lnrur* fair balin'?, Silver v. ;> : w^qrl;,£tock 
r,icltanoe. 37!) 0.5. 3-M Xn*«*3 this court 

Hacvahon, D. »?.) has held that -^n the Exchange is 

enraned in disciplinary -wocm* Un-:i aaainot its members, 
it is periormine * »ovornmento! function. Criwlnfl v. 

(Urerican.Stock..rsv’i.WTO^ Inc.. 34r r . pu ’ >J * 1 " ^ 

(C.p.’l.Y. 137?). hnd ren Ii^-^^^^nl^lngu^t rien ,, I nc. 
v . 7 \norlc*n S»oc w r;-chn.n<«‘* , " 2J ^53 (5th Cir. 1571). 

Defendant contends th.it acceptance of the theory 
that the I Jo*.* York Ctoch Sxcl:a-v.a was perfornin- a public 
function in-market of its activities which resulted in 
defendant 1 u May 17,' 1373 statcu-ant, requires that 

the 3 tatenoivt. r.utt bo sunpruaa.sU. I do not believe tho 
natter can bo resolved that readily. The lnw np,>licablo 
to this case, as I see it. is not that enunciated in 
Lofkgwitx v. Turley, supra, and coqnate cases. Rather, 


3 




resolution of *hji ct.n** 1 j i«w 'ri-.'.J *"/ tofll.tl} v • ’2??y€. 

U » v ?e ICO ( »t\ Cit. l f, <"l). 


ThJ i .n«1i Jir'e, in » • tuirin-i that Itr. rorl.nrn 

teat if”, Uifo^c its 1,‘oar.J or .•«•!•:*ittoon or r ;:r.nlr»ion 

*rc>-. ;tf*:.:!,orshi r , Is not violate. • ar-» wishitu* lonnl 

rio’-.ts o* It* .v>: oer3. 'Ml! !tf ntUvitio? •-•%? l*c nffecto. 

wit!: a :>ubl.fc in*.Te"L, it !. 2 r. no -'over to w rlno criminal 

-.rocpo. 4 in-**i V. 1 to ormt irx.ur.JLf r ror nrori.^cu ion to any 

,,<■ tts ;.or is the , * i .‘ u :rn thrent^rLno -.ofondint 

v/ft!. 1 c31 *.i f • hi i rlr\-* to emr.l ij«« Lr; 1 !i» .s-v-nrit 1 js flolt 

liniess U'.‘ 3 ti: !u :. 'V.iu l/»f’ ov.lt-: v. ..f urlvY is inoyjpoait 

*.or uo 1 ‘.ill i'v- wer? .icVv*. 1 *nt *const.! tutinnai rights 

inf ri n »aJ # aVr- ;*.t a Fhovin ? o' a. faith, !>•- the r ^ct tint 

tho ixct'.JVp t lric-ti. ov.i * ej t •> £•?-.' i.efoii.lant' 1 'J 17tli 

ct*to:v?nc. I r . -.owovor, 'xohjn-To an' 1 , the rrc had <\n 

jrx'dnotMont or i 'r».‘ ,, r nri that the 5 xchnn-’e voul 1 cooperate 

witti f.e ir Cev: lorir. • ■.•ri i* al chnrc ^s against the 

to fcn.Vint* t.iut. in this r*ss •• yet fr* rwrhmvic* vculo umlor- 

ta! a It: own invenf ianl ion of t u v r .M.tor, seov.ro tho 

statumants of l-jfen .ant un \rr the coioojaion of \rticlo 
% 

XIV, Section 1 , Constitution - F thn txchanco and than 
turn the 3tator.cnt over to the oIC to anatlo it to r>ro30~ 
cute uufondant, son Srith v. hhcy, suirn; and son United 
States v. PorCo 1, "l J 7 u.f. (3° 7 0) ; then the defendant's 
motion would have merit. The critical issue 
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hero is whether the Exchange and tho CLC connplrod to occura ^ 

tho statement o'* May 17 for subuoguont use by the govern- 
mont in criminal proceedings agoin3t him. 

The notion to suppress in, therefore, donied 
since no ouch shoving has loon mado. howovei, if defond- 
ant so moves, he will be granted on evident lory hearing 
on the ovo of trial to onabic hin to establish that a 
conspiracy which would warrant suppression of the state¬ 
ment oxistnd. 

GO ORDERED 


Datedi 


New York, New York 
April 16, 1974 

llujrUil* 

ROBERT L. CARIER 
0 aSsD#J• 
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UNITED STATES DISTRICT COURT 


SOUTHERN DISTRICT OF NEW YORK 


UNITED STATES OF AMERICA 


versus 


ALAN C. SOLOMON, 


Defendant, 


73 Crim 693 


New York, N. Y. 

June 13, 1974 - 2:00 p.m, 


Before 


HON. ROBERT L. CARTER, 


District Judge 


APPEARANCES: 


PAUL J. CURRAN, Esq., 

United ; States Attorney for the Southern District 
of New York 

HENRY PUTZEL III, Esq., 

Assistant United States Attorney 

NICKERSON, KRAMER, LOWENSTEIN, NESSEN, KAMIN & SOLL, Esq 
Attorneys for the Defendant 

ARTHUR B. KRAMER, Esq., of Counsel 


a: *. 
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2 

THE CLERK: United States of America against Alan 
C. Solomon, defendant. 

MR. PUTZEL: The Government is ready. 

THE COURT: Defendant? 

MR. KRAMER: Defendant is ready. 

MR. PUTZEL: Good afternoon, your Honor. Might 
I ask for a brief statement from Mr. Kramer as to what he 
expects to establish at this hearing? 

The reason I ask for that is, I reread your Honor's 
opinion, and I think that it narrows the issues in this case 
quite specifically. And then I read Mr. Kramer's letter, 
and it seemed to me what he stated that he was going to prove 
was somewhat broader, and just for my own guidelines I would 

kind of like to hear what is his essential claim at this 
hearing. 

THE COURT: I don't recall Mr. Kramer's letter. 

MR. PUTZEL: The phrasing in Mr. Kramer's letter 

that caught my eye was: "We believe that documents in our 
possession will show that the New York Stock Exchange and 

the SEC were working hand in glove on the Weis investigation", 
or words to that effect. 

So far as I understand it, the thrust of the 
Court's opinion is whether there was an agreement between 
the .Exchange an* the SEC or an intent on the part of the 
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SEC to use Exchange-acquired testimony for purposes of a 
criminal investigation as sort of an end run around. 

THE COURT: All right. That is precisely what my 
opinion was meant to convey. 

MR. KRAMER: If your Honor please, I think the 
evidence will show that the Exchange and the SEC were in¬ 
volved in a joint investigative effort, and at the time Mr. 
Solomon was called to testify before the Exchange, the SEC, 
through the auspices of the Exchange, was in possession of 
information which indicated possible criminal violations 
and in fact were cranking up the apparatus for a criminal 
investigation. 

They had in fact subpoenaed the Exchange to pro¬ 
duce all transcripts of testimony taken by the Exchange in 
conjunction with the Exchange's investigation. 

We will show it was really an integrated effort, 
although there may have been no express agreement on the 
part of the Exchange to take Mr. Solomon's testimony and to 
deliver it forthwith in exchange for the assistance of their 
investigation. 

The Court might well infer in the course of events 
that there was such an implicit arrangement and that it 
existed at the time that Mr. Solomon so testified. 

• *•' T,IE COURT: We can proceed if you will call your 
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first witness, 


MR. KRAMER: Mr. Shields. 

WILLIAM E . SHIELDS, called as a witness 
by the Defendant, being first duly sworn, testified as 
follows: 

THE COURT: Mr. Kramer, is Mr. Solomon here? 

MR. KRAMER: Yes. Mr. Solomon is here. This is 
Mr. Solomon. 

MR. PUTZEL: Yes. The record should reflect that 
we have excluded our witnesses, by agreement. 

DIRECT EXAMINATION 
BY MR. KRAMER: 

Q Mr. Shields, you are an employee of the New York 
Stock Exchange? 

A Yes, sir. 

Q What is .your job title and what are your duties? 

A I;am a supervising coordinator. My duties are 

to surveil a certain number of member firms of the New York 
Stock Exchange as to their financial, operational and profit¬ 
ability situation. 


U Did you hold the same position in April and May of 


1973? 


A Yes; I did. 


a.--... Q Do you have various members of the Exchange staff 
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WCP Shields - direct 6 

Exchange on or about April 12th of 1973, when two officers 
of the firm met with a vice president of the Exchange and re¬ 
ported that they had a problem, that they were working to 
correct it and had hired their auditors to come in. We 
called our examiners to see the extent of the problem and 
follow it as the examiners developed the story. 

By April 27th — 

Q April 27th of 1973? 

A I believe April 27, '73 was the date that we showed 
the first capital violation, having been a past capital 
violation, which, to the best of our knowledge, had been cor¬ 
rected . 

Q It is a matter of court record here that the SEC 
moved for the appointment of a receiver for Weis Securities 
on May 24th of 1973, and I take it that between April 12, 

1973 and May 24, 1973, as the head of the New York Stock 
Exchange team which was engaged in supervising the financial 
condition of Weis Securities, you were intimately involved 
in what was going on over there on a daily basis. 

A Yes; I was. 

Q And you customarily reported on your findings 
on a daily basis to other people at the Exchange? 

A Yes; I did. 

• 4 Q And ‘that was pursuant to the regular, on-going 
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v;cp Shields - direct 

pattern of surveillance conducted in situations of this sort? 

A Yes. 

q Whom did you report your day-to-day findings on 
the Weis situation? 

A At that time it was to Paul Fitzgerald, who at that 
time was assistant director in the department; to Fred 
Stock, who was an assistant vice president; and to Mr. 

Robert M. Bishop, who was a vice president at that time. 
q I show you a copy of a memo — 

MR. KRAMER; Will you mark this for identification, 

please. 

(Defendant Exhibit A marked for identification.) 

Q I show you defendant's Exhibit A for identification 
which is a copy of a memorandum which I obtained from the 
Wcw York Stock Exchange files, dated April 12, 1973, which 
relates to the report by two Weis officials to the Exchange 
of some capital problems that they were then encountering, 
and I ask you if you can identify that memo. 

A Yes. This is a copy of a memorandum supplied by 

Mr. bishop to the Exchange. 

Q And that was the first indication that you had' that 
there was some bookkeeping problems? 

A Yes. 

4 . ^ q And Some capital problems of Weis? 
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WCP Shields - direct 9 

I take it that Messrs Womack and Hobby are account¬ 
ants on the staff of the Exchange. 

A They are Exchange examiners, yes. 

Q And the function of an Exchange examiner is to 
review the books and accounts of member firms? 

A Exactly. 

Q And 1 take it that those examiners stayed with 
that examination through the April and May period? 

A There were some changes in personnel assigned. 

Jack Womack, Aubrey Womack stayed, assigned to it throughout 
the entire investigation. Mr. Hobby was assigned for a 
week or two and then was replaced by somebody else. 

Q I take it that during this period you were in 
close contact with Mr. Womack as to the results of the 
investigation of the Weis books and records. 

A I would receive reports as anything was developed, 
which at that time period may be once a week or once every 
several days, rather than on a daily basis. 

MR. KRAMER: Would you mark this for identification 


please, 


(Defendant Exhibit D marked for identification.) 


U Mr. Shields, Defendant's Exhibit B for identifica¬ 
tion is a copy of a memo that I obtained from your files 
several days ago. Would you be good enough to tell the Court 


«auTu«MM ro»•▼ •(•fliriM u « 
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WCP Shields - direct 10 

in general what its contents are. 

A It was a memorandum from myself to Paul Fitzgerald, 
my immediate superior, dated April 26, 1973, and to the 
effect that we had found certain adjustments to the firm's 
capital, that the firm's expenses had been understated by 
two and a half million dollars. We were showing a capital 
ratio as of January 31st of 1,241 per cent and a margin 
ratio of 1,174 per cent; the examiners would be continuing 
to review the firm's figures to get final figures for a 
margin figure. 

Q Mr. Shields, is it a fact, or am I right in 
inferring from the first paragraph of this memorandum that 
as of that date, that is, April 26, 1973, the Exchange had 
become aware of the fact that there was a $2,500,000 book- 
keeping error on the books and records of Weis Securities? 

-MR. PUTZEL: Did you say billion or million? 

MR. KRAMER: Million. 

* 

A We knew of the difference at the original meeting 
on April 12th, and the Exchange was to report that their 
books v/ere overstated by two million dollars because of 
improper bookkeeping entries. 

U So this does not represent any nev; input in terms 
of what your own examiners had developed in the period be- 
tween April 12th and April 26th? 

••STRICT COURT REPORTERS. U.l. COURTHOUSE 
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WCP Shields - direct IX 

A It is a slight difference, a slight addition of 
bringing it up from two to two and a half, but nothing 
material, no. 

MR. KRAMER: I offer Defendant’s Exhibit D in 

evidence. 

MR. PUTZEL: No objection. 

(Defendant Exhibit b for identification received 
in evidence.) 

Q There appears to be a handwritten note on the 
corner of this memorandum, Mr. Shields, to the effect — 
and I can't read it, since the xerox is a little unclear, 
but it seems to be a note from Mr. Fitzgerald to you to 
notify the SEC and SIPC of this situation. 

A Yes. 

Q And another memorandum which you produced in¬ 

dicates you did first notify the SEC on April 27th of this 

0 

situation. 

A Yes 

U Do you remember in general when it was that you 

advised the SEC ot it and to whom it was that you spoke? 

A On April 27th, the figures available to us show 
that the firm had had a capital violation which to the best 
of our knowledge was corrected. We are required to report 
a .capital violation to the SEC and to SIPC. I reported to 
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Mr. William Finnigan of the SEC . s Ha . hln , ton ^ 

we had discovered a capital violation which appeared to bo 
corrected but that our examiners were continuing to work 
at the firm to develop a current capital position. 

a What was Hr. Finnigan-s potion at ^ ^ 

a I am not sure, but he was our normal contact on 

sue h matters. 

0 When you say -he was our normal contact-, you mean 
that you typically were under a duty to advise the SEC 

of situations where you discovered a member firm was in 
capital violation? 

a We are required by SEC rule, and the member firms 
ere to report capital violations when they are discovered. 

° ^ ^ Were “ tMs following what was 

standard procedure —— 

A Yes. 

Q advlsi "9 the SEC when you - you being the 

NeW Y ° rk StOCk - determined that a member firm was 

in capital violation? 

A That is correct. 

w That was a first communication that you had with 
anyone at the SEC concerning the Weis situation? 

A Yes; it was. 

'‘ And ydu mOCel y reported to Hr. Finnigan. if j 
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understand you, that the firm had had a capital problem. 

Did you also tell him about the bookkeeping errors which 
had been discussed with you and Mr. bishop on April 12th? 

A We discussed it in the terms of which we were 
then aware, which was that we knew there *as a bookkeeping 
problem; we did not know the cause of it; the firm had re¬ 
ported it to us and explained the explanations supplied us 
by the firm. 

Q how long did the conversation last? 

A Probably five or ten minutes. 

MR. KRAMER; I offer this. 

MR. PUTZEL: No objection. In fact, to save time 
here, I really for the purposes of this hearing have no ob¬ 
jection to your offering any of these memoranda from the 
files of the New York Stock Exchange. 

MR. KRAMER: Fine. I will introduce them, and 
give you a copy as we get to each one. 

MR. PUTZEL: That is fine. 

(Defendant Exhibit C received in evidence.) 

Q Defendant's Exhibit C is a memorandum dated May 
1* 1973 from Hr. Shields to Mr. Fitzgerald and Mr. Stock 
at the Stock Exchange and relates to his conversation with 
the SEC respecting Weis Securities. 


2S 


MR. KkAMER: In the memorandum there is a brief 
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summary of Mr. Shields' conversation with William Finniyan 
of the Washington office of the SEC on April 27th, about 
which he has testified. 

Q The meiuorandum, Mr. Shields, goes on to state: 

"I later met with Messrs John Youngs and Charles 
Dorrler of the SEC and reported the above." 

I wonder if you would be good enough to tell us 
who those two gentlemen are and what the nature of your 
contact with them was. 

A John Youngs and Charles Dorrler were two represent¬ 
atives from the Washington office of the SEC, who happened 
to have been at the Exchange that week on a totally separate 
matter.When they were informed that we had reported a potent¬ 
ial capital violation they asked to be informed of the same 
facts. 

Q Were they subsequently involved in the Weis 
investigation in any way? 

A Hot at all, as far as I know. 

(Defendant Exhibit D marked for identification.) 

0 Mr. Shields, that exhibit which you have before 
you, Defendant's Exhibit D, is another one of your memoranda, 
aso dated May 1, 1973, and it speaks to a further conversa¬ 
tion with Mr. Flnnigan of the SEC, if you will look at the 
bottom of page'2. 
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You kept Mr. Finnigan apprised of the information 
you set forth in that memorandum and did so in this May 
1st telephone call? 

A Yes; I did. 

Q I take it at this point, that is, on May 1, 1973, 
the only information which had been reported to you from 
the Exchange examiners who were conducting their investiga¬ 
tion of the books and records of Weis Securities was that 
the firm was still in capital compliance as of that date. 

A Not exactly. They had reported that they were 
showing a violation as of March 30th. They did not know what 
the capital was at May 1st, but they did know that certain 
events had taken place which if they were the main events 
that had taken place and nothing else, the firm would be in 
capital compliance as of May 1st. 

So we thought that they were, but we did not know 

it for a fact. 

% 

Q That was because the firm was engaged throughout 
the month of April under prodding from you to bring in new 
capital? 

A I don't know if any new capital had come in before 
May 1st, but we were urging them to take corrective action 
to improve their capital ratio, and that can be done in a 
number of different ways. 
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Q What are some of the different ways that you were 
pushing Weis to improve their capital position? 

A Well, in this memorandum we mentioned that there 
was a capital charge of $600,000 that was no longer applicable 
to the firm. That was in relationship to an underwriting 
that the firm was in on March 30th, and in computing capital, 
if a firm has long proprietary positions or a commitment to 
purchase them, we take what we call a haircut charge and 
reduce the value of those securities. The charge at March 
30th was $600,000. 

We understood that that underwriting had since 
gone, the securities had sold out, there was no longer a 
security position. So the firm's capital would have improved 
by that $600,000. 

We also had reported to us that the firm had 
liquidated other proprietary positions and reduced their 
aggregate indebtedness, thereby improving their capital 
position by another half a million dollars. 

Q Is it fair to say, Mr. Shields, that starting with 
the visit of the Weis principals, Levine and Leit, to the 
Exchange on April 12, 1973, that the Exchange realized it 
had a serious problem on its hands with Weis Securities, 
that the firm was in danger? 

. A No. On April 12th, we had a report from management 

•OUTNKRN OltTRICT COURT RIRORTCRS. U.t. COURTHOUSC 
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that an employee might have caused a problem but that the 
firm had sufficient capital to withstand the problem. Our 
sending the examiners was playing it safe, to make sure that 
it wasn't worse than was reported to us. It was later on, 
towards April 26th and 27th, that we began realizing that 
we did have a problem. 

Q But towards the end of April, you realized that 
this firm was in trouble? 

A Yes. 

Q And I take it from the end of April up until the 
end of May that the principal aim of the examination and 
you as the principal party trying to effect that aim was to 
try to help Weis improve its capital position and to effect 
a merger with another member firm. 

A .We were directing management to take corrective 
actions to ‘improve its capital and to try to push the 
closing of a merger that had been worked on for several 
• months. 

$■ 

Q At any rate, up until the end of the month, 
beginning of May, had you had any further particulars as to 
any misrcporting in the books and records of Weis other than 
this $2,500,000 understatement of expenses? 

A That is correct. 

0 And 8o far as the Exchange knew at this point, 

• 


• » 
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that may or nay not have been the result of any fraudulent 
activity on the part of Weis employees? 

A That is correct. 

Q It might have been in the negligence area, in 
other words? 

A Yes. Our examiners were finding adjustments to 
the firm's capital, but we did not know the cause, whether 
they wore errors or something done intentionally. 

Q There came a time early in May when a man in the 
accounting department of Weis reported to you that there 
had been intentional rigging of the Weis books and records; 
is that correct? 

A One of the people in the accounting department 
made a reference to one of our examiners that he intended 
to cooperate with the Exchange and would not go to jail for 
the firm. We then ashed the person to come on the record 

so that we could get his statement, sc we could discover 

% 

what other problems there were in the capital area. 

Q And ,the person that you are referring to is one 
Robert Lynn? 

A Yes. 

Q lie was at that time the controller of Weis 
Securities? 

• *■'A The controller or acting controller, one or the 
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other. 

y And the word came to you through which of your 
examiners? 

A Mr. Womack. 

Q Am I correct in assuming from this memorandum of 
yours dated May 9, 1973 that the first time that — 

THE COURT: Mr. Kramer, let us mark that. 

MR. KRAMER: Surely, and I will offer it in 

evidence. 

(Defendant Exhibit E marked for identification.) 

THE COURT: Mr. Putzel has indicated he does not 
object, so they are all in evidence. 

(Defendant Exhibit E for identification received 

© 

in evidence.) 

Q Defendant's Exhibit E refers to a conversation 
that Mr. Womack had with Bob Lynn "yesterday in which Joel 
Kubie had left the firm because there was no place left to 
hide the figures and that'they - the firm - had determined 
to use the bank loans to hide the unrecorded expenses.’ 

Bob made an additional statement that he had 
told Saul Leit that h£ did not intend to go to jail and 
would cooperate fully with the Exchange examiners." 

That is the conversation that you referred to in 
ycmr-earlier testimony? 
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Yes. 


U And was that the first indication, Mr. Shields, 
that you know of to the exchange of any fraudulent entries 

having been made in the books and records of Weis Securities? 

A Yes. 

Q What activity ensued on your part after having been 
so apprised of that information? 

A We started it up the line internally in the 
Exchange. We were working on new capital that was supposed 
to come into the firm and were careful to get proper know- 
ledgeability letters from the lenders, that they were aware 
of what we were finding before they made their investment, 
and arranged with our at that time conduct division, the 
enforcement division, to look into the matter, to try and 

help us find out what additional areas there might be which 
would cause "capital problems. 

We were also interested in determining who was 
involved so that on an on-going basis in trying to protect 
the customers we would be dealing with the right people at 
the firm whom we could trust. 

Q Trying to identify the wrongdoers and get them 
out of the business as soon as possibles that was part of it? 

A No. The main thing was, as we are dealing with the 
firra-on a day-to-day basis, to bring in new capital and have 
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uisclosure made to those capital contributors and to arrange 

i 

a merger that was going to protect the customers; to make 
sure the persons we were speaking to at the firm could be 
trusted. That was the main thing we were trying to do with 
the firm, was to make sure the customers were going to be 
protected. 


0 Very well. You also involved immediately your 
so-called enforcement division? 

* Yes. They were experienced interrogators, and 
we wanted to use their expertise in developing the facts, 
and they could, of course, also look into it for possible 
charges at a later time. 

0 Possible — 

A Disciplinary action by the Exchange at a later date 

Q Who in the enforcement division, if you know, was 

assigned to head up this investigation? 

A I dealt with Mr. Stuart Nelson, who I believe 
% 

assigned us Pape, special counsel, to handle the investiga¬ 





tion. 

Q And what was Mr. Nelson's title at that time? 

A He was the assistant vice president in charge of 

the conduct division. 

Q Of the conduct division of — 

. t: Q — which has since changed its name to enforcement 
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Q And Mr. Pape was the attorney — 

MR. PUTZEL: Could we have for the record whether 
it was the conduct division or enforcement division? 

THE WITNESS: At that period of time it was the 
conduct division. 

Q But the same division now is known as the enforce¬ 
ment division? 

A Right. 

Q There has been no change in function? 

A No. 

Q It was just a change in name? 

A Yes. 

Q 1-tr. Shields, Mr. Pape was an attorney on Mr. 
Nelson's staff in the then known conduct division? 

A Yes. 

W And the records of the Exchange show that Mr. Lynn 
was first interviewed by an attorney in the conduct division 
at the Exchange on May 9, 1973. Does that accord with your 
own recollection of the facts? 

A I am not sure. I don't think so. I think it was 
a couple of days later, but I may bemistaken. 

Q I am not talking about his first on-the-record 
interrogation; 1 am talking about any interrogation of Mr. 
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Lynn. 

A I am not sure. 

0 Did you advise anybody at the SEC on May 8th or 
May 9th of what you had learned concerning Mr. Lynn's revela¬ 
tions? 

A We on a daily basis, speaking to both the Commissiot 
and SIPC, reported what allegations we had received and 
reported that we would of course work to try to verify these 
through our examiners. 

Q And some «-‘ f these conversations you personally had 
with people at the SEC? 

A Yes. 

Q Now you are talking to people in the New York 
Regional Office of the SEC? 

A For a while we are talking to both New York and 
Washington. 

0 And do you recall to whom it was you first spoke 
in New York about what now appeared to be a fraudulent scheme 
to alter the books and records of Weis? 

A There were a number of people in New York that I 
spoke to; sometimes with the p'^ple changing each day that 
would bo dealing with it. They all worked for Mr. Moran’s 
staff. 

U Incidentally, Mr. Shields, if I could digress for 
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a moment, how long have you been an Exchange employee? 

A Eight and a half years. 

U * Did you ever work for the SEC? 

A No. 

MR. KRAMER: Would you marl: this, please. 
(Defendant Exhibit F received in evidence.) 

MR. KRAMER: Your Honor, I would like to read to 
you from Defendant's Exhibit F in evidence, which is a copy 
of a May 11th memorandum of Mr. Shields: 

"Subject: SEC conversation, Weis Securities, Inc. 

"I spoke with Mr. Ormstem of the New York Regional 
office of the SEC. Mr. Orrnstem will be handling the 
Weis Securities, Inc. matter, and all reports to the 
Commmission should be made to him. I informed Mr. 
Ormstem that the firm's attorneys" — 

I guess that is Weis' attorneys. 

THE WITNESS: Yes. 

\ 

\ 

MR. KRAMER: — "were developing the same allega¬ 
tions as we had and would be coming to the SEC Monday 
to discuss the situation with Mr. Moran. Mr. Ormstem*s 
main interest was that the SEC be involved in the in¬ 
vestigation so as to have a chance to interrogate the 
same people who we are interrogating and to have an 
. 4 v;. % °PP° rtun ity to review the transcripts of the testimony 
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. that we take. His main point was that if there will be 

criminal indictments, that we be able to move as 

quickly as possible." 

Q Mr. Shields, I would like to ask you a couple of 
questions about that memorandum. Is that the first time 
that you discussed that matter with Mr. Omr-tem? 

A It may have been the first or second. 

Q I take it that this conversation was triggered by 
the Lynn revelations of the preceding few days? 

A I really wouldn't know what triggered it. Mr. 

Ormstem called me, inquiring into the current situation, and 
I related the situation to him and stated that there were 
three or four different people at the SEC whom I was report¬ 
ing to on a daily basis and asked to have one person assigned 
as my contact, and he was so assigned. 

Q Mr. Ormstem was? 

A Right. 

Q Did you get the sense — did he tell you during 
your May 11th conversation with him that the SEC had independ¬ 
ently developed information concerning the Weis bookkeeping 
problems? 

A No; I knew that they were, or I was under the im¬ 
pression they were going to start their own investigation 
and that they would subpoena records of ours that they wished 
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to see. 




U In any event, Mr. Ormstem did, as this memorandum 

indicates, tell you that there was a possibility of criminal 
indictments eventuating from this investigation? 

A Yes. 

Q As a matter of fact, that seemed to you to be 

quite likely, in view of what you had learned from Mr. Lynn? 

A The possibility existed. 

MR. KRAMER: I take it, Mr. Putzel, that there is 
no dispute that Mr. Kubie testified before the Exchange on 
the record — 

MR. PUTZEL: May 11, 1973 and May 10, 1973. 

MR. KRAMER: May 10th and May 11th. That accords 
with what my records indicate. And that Mr. Lynn testified 
before the Exchange, on the record, on flay 14, 1973 ? 

MR. PUTZEL: That is correct. And Mr. Solomon 
on May 17, 1973. 

MR. KRAMER: Let me get to that. 

U Did you talk to Mr. Kubie in advance of his testimony 
on the record at the Exchange on flay 10, 1973? 

A I had a shott conversation with him, since I guess 
I was the only person who knew him from prior dealings, had 
a very short conversation but did not stay for the discussions 
o.L. th c problems-and the details of them. 
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Q Who was Mr. Kubie, by the way? I don't believe we 
have that on the record yet. 

A Mr. Kubie was the former controller of Weis 
Securities. 

Q lie had been the controller of the firm up until 
the end of March or beginning — 

MR. PUTZEL: April 1st. 

Q (Continuing) — April 1. And your dealings with him 
prior to this meeting in May were in your capacity as the 
surveillance officer at the New York Stock Exchange, to whom 
he reported — 

A Yes. 

g — on the books and records of the firm? 

A Correct. 

Q Did anybody who was involved in the actual interro¬ 
gation of Mr. Kubie. on May 10th and May 11th report co you 
then on the substance of his testimony contemporaneously? 

A I received reports on a daily basis of the types 
c ‘ allegations or possible additional capital charges that 
were being uncovered. 

Q And it is fair to say, I think, that the testimony 
which Mr. Kubie gave to the Exchange on May 10th and May 
11th again indicated that there were serious and fraudulent 
bookkeeping violations in Weis' books and records? 
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A Yes. 

MR. PUTZEL: Your Honor, I would like to interpose 
a general objection to that question and others of its kind. 
It seems to me we are really wandering pretty far afield 
in terms of the issues that arc really before you here. 

There is no issue between us at all about the 
fact that Kubie ana Lynn testified. I would be happy to see 
their testimony received in evidence in the hearing. The 
real issue is whether there was an end run betv/een the Ex¬ 
change and the SEC. 

MR. KRAMER: We can take only one step at a time. 

i 

THE COURT: I think that what Mr. Kramer is at¬ 
tempting to do is to develop what occurred and to indicate 
by the circumstances that occurred that there was an implicit 
end run. I think he is entitled to do that if he can. 

MR. PUTZEL: All I am saying is that what Kubie 

testified to and when is not particularly relevant, it seems 

% 

to me. 

v THE COURT: The objection is overruled. 

Q (Continuing) Do you remember the question, Mr. 
Shields, or do you want ot read again?, 

A Would you read it? 

(Record read.) 

• «•' Uid y&u communicate the substance of the charges 


tAn 1 
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which Mr. Kubie was making, the substance of his testimony 
to somebody at the Exchange? 

A Yes. 

Q To whom did you speak? 

A At the Exchange or the Commission? 

Q At the Exchange. 

A At the Exchange, to Paul Fitzgerald and Fred Stock. 
Q Excuse me. At the Commission now. 

A I believe that was one of the — I forget the 

individual. I think there may have been a prior memo on 
that. 

0 Mr. Ormstem? 

A That was the original allegation that we had re- 

♦ 

ceived was from Mr. Kubie. The first testimony of allega¬ 
tion was from Mr. Kubie, and that was reported to the Com¬ 
mission. 

Q Op or about the 10th or 11th of May? 

% 

1 

A Yes. 

0 Did you again talk to someone at the Exchange and 
report to that person about the substance of Mr. Lynn's 
on-the-record testimony at the Exchange on May 14, 1973? 

A I am not sure if that specifically was reported 
or the general contacts of our confirming allegations to the 
examiners was reported. 
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In this period from May 9th through May 14th, 


you personally were in daily contact with the New York 
office of the EEC? 

A Yes. 

3 And you would talk to Mr. Ormstem and others? 

A Yes. 

Q Who were the others? 

A Mr. Moran> Mr. Morrison, several other individuals 

who I don't recall the names right now. 

Q Did you during this period learn from them what 
the SEC was doing to check out these serious allegations of 
wrongdoing on the part of the Weis people? 

A At a point in time they were sending _wo of their 
own people into the firm to develop their own facts. 

Q That was told to you? 

A It was told to me that they were going to go in, 
and my own examiners reported that they were in. 

Q Who were these two people? 

A I believe — but I am not sure — I believe it 
was Mr. Morrison and Mr. Northrup. 

3 What was your understanding? Was it your under¬ 
standing that these two SEC examiners were also on the 
accounting end of the examination, if I make myself clear? 

J.-A Mr. Mdrrison had formerly been at the Exchange and 

•OtITHCNN OIITNICT COURT REPORTER*. U.». COURTHOUIC 
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had worked for a time as an Exchange examiner. 

Q His background was that of an accountant? 

A At least part of his background, yes. 

Q Your understanding was that when they were sent in 

they were sent in by the Commission to the Weis offices to 
examine the Weis books ana records? 

A They were reviewing everything that was being 
found at Weis and looking into things on their own. 

Q Hut the looking consisted of looking at the Weis 
books and records at the Weis premises? 

A I really wouldn't know. 

MR. PUTZEL: I object here. This witness is not 
competent to testify what the SEC people were doing at Weis. 

MR. KRAMER: Fair enough. I withdraw the question. 

I was trying to find out what he was told at the time was 
going on. 

U Were you also apprised at this time, Mr. Shields, 

v 

that the SEC was conducting its own interrogation of various 
people connected with the Weis situation? 

A I believe we knew at that time that the SEC intended 
to begin subpoenaing individuals. 

U You did -hot know at the time. May 10th, May 11th, 

May 13th, May 14th, when you were reporting to your SEC con¬ 
tacts, about what the Exchange was learning in its on-the- 
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‘ reCOrd interrogation of Messrs Lynn and Kubie, what tho Com- 
mission was doing on its end with respect to interrogating 
those same individuals or others? 

A I Anew that they were working to bring them in to 
interrogate them, but I don't believe at that time they had 
interrogated anyone. ; 

U There came a time, on May 16th, when a formal sub¬ 
poena was served by the SEC on the Exchange? 

A There — 

Q You were apprised of that fact at that time? 

A Yes. 

> MR. KRAMER: Would you mark this, please. 

(Defendant Exhibit received in evidence.) 

MR. PUTZEL: No objection. 

MR. KRAMER: Your Honor, Defendant's Exhibit G in 
evidence is a copy.of a subpoena duces tecum dated May 16, 
1973 from the SEC to the New York Stock Exchange. I would 
asx the witness if that subpoena was hand delivered to the 
Exchange on May 16th. 

U Do you recall? 

A I am not suire how it was delivered. 

Q Do you know, Mr. Shields, whose handwriting that 
is along the side there on the left hand side of the subpoena; 

■ ‘" A 1 Pte-sume it is — I don't know, but I presume it 
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is somebody in the secretary's office. 

Q That indicates a May 16th receipt date? 

A Yes. 

MR. PUTZEL: I will stipulate that the i itials 
there are »-ose of J •• V. T., Jeffrey, I believe — J. H. T, 
Jeffrey — excuse me — Jeffrey Tucker, staff atto ney with 
the SLC, and I must infer from the fact that they re by 
a certain amount of handwriting that the date 5/16 73 
refers to the date that the handwritten emendation was made 
on the subpoena. 

» 

i J 6 

MR. KRAMER: I think other evidence will show it 
was actually served on that day, but I can't get i from 

I 

this witness. 

MR. PUTZEL: I believe that is correct. 

MR. KRAMER: Yes; but I can't get it fro s this 

‘ i 

witness. IT you will stipulate to that effect — 

j 

MR. PUTZEL: Subject to anything that contradicts 

it, yes. 

. j 

„ Q Mr. Shields, Mr. Solomon was examined byjMr. Pape 

1 

at the Exchange on May 17, 1973. Were you told of the 
substance of what had been developed in the course of his 
testimony at or about the time it was concluded? f 

A I was given a synopsis of the testimony, basically 
qi\e fact concerning the capital of the firm, which was what 
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I was interested in. 


0 Did you in turn report that fact to your contacts 


at the New York Office of the SEC? 


A I don't remember, and I doubt that I would have. 


0 To anybody in Washington at the SEC? 


A I doubt that I would have. 


MR. KRAMER, i have a numLar of other memoranda, 


but under our stipuiation I don't need to question the witnes: 


about them. 


MR. PUTZEL: Pine. On your representation that 


they come from the Exchange, I have no objection. 


MR. KRAMER: All right. I have no further question: 


CROSS-EXAMINATION 


BY MR. PUTZEL: 


U Mr. Shields, the New York stock Exchange, as you 


have testified, was seeking to preserve and if possible re- 


Vivo a failing firm, that is, the Weis Securities firm; isn't 


that correct; during this period? 


A That is correct. 


0 It was conducting its investigation for that purpose 


and that purpose alone; is that correct? 


A That was the principal purpose of everything we 


were doing, was customer safety. 




0 Isn't.it a fact that the investigation was run by 
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you.and your colleagues for that purpose and that purpose 
alone? 

A Primarily, yes. 

Q You have no power of subpoena, do you? 

A No; I have — The Exchange doe3 not, no. 

Q The Exchange, rather. 

A No. 

Q And the only power that the Exchange has is to 
compel individuals who are members of the Exchange to pro¬ 
vide information necessary for it to perform its functions, 
that is, to make sure that its firms are solvent within the 
rule; isn't that correct? 

A That is correct. 

Q That was the context, if you will, in which the 
Exchange conducted its investigation; isn't that correct? 

A That's oorrect. 

Q Tp your knowledge, did the Securities & Exchange 
Commission tell you whom to call as witnesses? 

A Not at all. 

U You made the determination whom to call and whom 
not to call, completely independently, did you not? 

A Yes. 

Q And for the purposes that we just enumerated; 


isn't that correct? 
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A That's correct. 

Q Th~ documents and testimony that were turned over 
tr he „ Securl ties & Exchange Commission, as set forth in the 
subpoena which is Exhibit G in evidence were turned over 
pursuant to an SEC subpoena; isn't that correct? 

A That is correct. 

Q Do you recall any discussion with any member of 
the Securities & Exchange Commission, either in Washington 
or in New York or anywhere, any employee of the SEC, to the 
following substance: an SEC employee saying, "You can compel 
these individuals to come in or be thrown out of the 
securities industry; therefore we want you to summon all of 
these people, take their testimony and give it to us"> 

A Absolutely not. 

U Specifically with respect to Alan Solomon, d;u 
you participate in.any discussions with any member of the 
Securities 4 Exchange Commission in advance o* ,olomon's 
appearance to testify at the New York Stock Exchange con¬ 
cerning the fact that he was going to appear before the 
Exchange? 

A No. 

Q Do you know of any such conversation by any member 

of your staff? 

. No. 
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2 

MR. PUTZEL: For the record, I would like to offer 


3 

in evidence transcripts of the testimony of Joel Kubie, 


4 

Robert Lynn and Alan C. Solomon, as Government's Exhibits 


5 

1, 2 and 3, respectively. 


6 

MR. KRAMER: No objection. 


7 

THE COURT: Received. 


8 

' (Government Exhibits 1, 2 and 3 were received in 


9 

evidence.) 


10 

MR. KRAMER: We have copies of these downstairs, 

a 


11 

your Honor, and I think what I would ask the Court's permis¬ 


12 

sion to do is to furnish the Court — 


13 

MR. PUTZH. : I take it you have your copies; isn't 


14 

that correct? 


15 

MR. KRAMER: Yes. 


16 

MR. PUTZEL: We will furnish the Court with clean 


17 

copies, since thes.e are copies that we have been marking 


18 

up. 

% 

* 

19 

I have no further questions of this witness. 


3 

REDIRECT EXAMINATION 


21 

BY MR. KRAMER: 


22 

Q Mr. Shields, are you a lawyer? 


23 

A No. 


24 

U Are you familiar with the rules and regulations and 


25 

the-Constitution of the New York Stock Exchange? 

• 



t 
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Yes. 


30 


Q And isn't it a fact that an allied member of a 
member firm of the New York Stock Exchange cannot refuse 
to appear before one of your examiners to give testimony 
under oath without facing the penalty of suspension from 
allied membership in the Exchange? 

A That's correct. 


Q And that certainly was the case when Mr. Solomon 
was summoned before the conduct department of the Exchange? 

A Yes. 

Q And, Mr. Shields, isn't it a fact that the conduct 
division of the Exchange.does conduct investigations which 
lead to the imposition of discipline upon members and 
employees of member firms? 

A Yes. 


Q And isn't it a fact that the context in which 
this investigation was conducted, commencing with the reve¬ 
lation by Mr. Lynn and Mr. Kubie and their testimony on May 

\ 

10th and May 14th f indicated wrongdoing which would result 
in the imposition of these penalties by the Exchange? 

MR. PUTZEL: I will object.. 

TUE COURT: Mr. Kramer, don't we know all that? 

That is why we are here. 

MR. KRAMER: No. I am talking about h the context 
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* 

of the Exchange. Mr. Putzel's point, as I understand it. 


3 

in his cross-examination of Mr. Shields was that the context 


4 

of this inquiry by the department of member firms is an 


5 

attempt to resuscitate Weis Securities, and I say once there 


6 

was on the table as a result of the Kubie and Lynn testimony 


7 

allegations of serious wrongdoing, then the whole context 


8 

• 

of that investigation changed. 


9 

THE COURT: All I am saying is that the points 


H> 

that you brought out, that the compulsion to testify or 


11 

give a statement or else to lose membership is really the 


12 

reason we are here, isn't it? We know that. 


13 

MR. KRAMER: Right. That is on* of the points. 


14 

but I had gathered, your Honor, from Mr. Putzel's testimony ■ 

— 

15 

MR. PUTZEL: What? 


16 

THE COURT: Mr. Putzel was bringing out that the 


17 

nature of the investigation was that it began in an attempt 

• 


18 

to save the company, but obviously, it seems to me that 


19 

once they uncovered violations, then, as has been indicated. 


20 

they seek to epforce whatever is required. 


21 

MR. KRAMER: That is the very point, your Honor. 


22 

At chat point it turned into an enforcement proceeding at 


23 

the exchange. 


24 

THE COURT: All I am saying, Mr. Kramer, is this: 


2S 

.Isn't that obvious? 

• 

• 
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MR. XRAMER: And I take it, Mr. Putzel, there is no 
argument that the Exchange did charge Messrs Kubie, Lynn, 
Leit, Levine and Solomon in separate charge memoranda and 
the sanction by the Exchange upon a finding of guilty on 
those charge memoranda would be expulsion from the Exchange. 
MR. PUTZEL: No quarrel as to that. 

MR. KRAMER: All right. I have no further questbns. 
THE COURT: Any further questions, Mr. Putzel? 


Honor. 


Honor 


MR. PUTZEL: Just one moment, if I may, your 


Let roe just ask one question, if I may, your 


RECROSS-EXAMINATION 


BY MR. PUTZEL: 


Q Mr. Shields, putting aside the enforcement 
ramifications of this, it was the primary objective of the 
New York Stock Exchange and its investigation, was it not. 
to save this very large brokerage 1 inn from going out of 
business and thereby imperiling a substantial amount of 

money by customers and so on in the marketplace; isn't that 
right? 

A We were primarily interested in customer protec¬ 
tion. Whether the firm survived after a merger or not was 
not.of prime concern. It was the customer protection and 


•ahtmpbm rng»T u » counruniiu 


« 
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making sure that they got out as a whole, was our primary 
concern. 

Q With reference to the Stock Exchange rule concern¬ 
ing the requirement that allied members testify or give 
evidence when called, is suspension from the securities field, 
from the Exchange automatic if a person does not testify? 

A Not at all. 


Q As a matter of fact, that factor i* weighed and 
adjudicated by the enforcement department, just as, for 
example, testimony by an individual which is an admission 
of wrongdoing; isn't that correct? 

A es. What we are interested — 

MR. KRAMER: The point is a legal point, and that 


is that he was subject to suspension. The compulsion to 
testify comes from — 

MR. PUTZEL: I thought I was cross-examining him. 
MR. KRAMER: We11, you are arguing law with the 

v 

witness, it seems to me, not cross-examining. 

Q To your knowledge, Mr. Shields, didaiy employee 
of the Exchange specifically state to Mr. Solomon prior to 
his appearance to testify that he was going to be expelled 
or suspended or in any way disciplined if he did not give 
testimony? 

.4 A Not to my knowledge. 
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MR. KRAMER: I object to the question on the ground? 
that no proper foundation hap been laid. We don't know 

that Mr. Shields was there at the time that Mr. Solomon was 
interrogated. 

MR. PUT/J2L: If he wasn't there, then he can't I 

have such knowledge. 

MR. KRAMER: Well, but you assume that he was. 

THE COURT: Were you? 

.HE WITNESS: No; I wasn't. 

MR. PUTZfcl*: I have no further questions. 

THE COURT: Is anyone going to testify to the pro¬ 
cedure that is followed by the Exchange in the application 
of this sanction? Is either of you planning to put on a 
witness as to that? 


MR. PUTZEL: I will be happy to ask auestions as 


to that. 


THE COURT: Otherwise, I was going to ask Mr. 

% 

Shields how it functions. If either of you is planning to 
introduce evidence in that area, I will not. 

MR. PUTZEL: I will be happy to pursue it right 
new, if the Court wishes, or the Court can do it. 

THE COURT: All I want to know, Mr. Shields, is, 
what is the procedure that follows when an allied member is 
c . a .4-^cd to testify and refuses to do so? 
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with the Exchange, then we would take action which suspends 
him until he uoes cooperate, and as soon as he comes in and 
cooperates, then we address ourselves solely to the issue 
at hand, whatever that may be, in the individual case. 

TI1E COURT: So that, in other words, for refusal to 
testify there is an automatic sanction? 

THE WITNESS: It can be taken. It is not necessar¬ 
ily taken in all cases, but it can be taken. 

4 

THE COURT: What I an. trying to find out — 

' » . 

THE WITNESS: If an enforcement — 

THE COURT: — is this: if I am an allied member 

and I am called for testimony, and I say, "No, I am not going 
to do ?o, m what I want to know is, what happens? 

THE WITNESS: Then we would bring a person up on 

* 

charges for failure to cooperate. 

THE COURT: Up before — 

THE WITNESS: A charge memorandum would be written 
at the time in question — We have changed our procedures 
there also recently. It used to be an internal panel would 
hear charges against an individual. We now have a panel of 
their peers fr6m the brokerage industry who would hear a 

* 
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charge, and the normal verdict in a case where a person ab¬ 
solutely refuses to cooperate, rather than just a delay in 
cooperating, is that they would be suspended until they co«te 
back and cooperate with the Exchange. 

THE COURT: All right. 

i / 

TIIE WITNESS: Normally, to the best of my recol¬ 

lection, this only occurs where a person has left t e busi¬ 
ness and therefore decides not to cooperate with us. 

THE COURT: All right. 

TIIE WITNESS: In all other cases eventually they 
will cooperate, so we do not have to take that action. 

THE COURT: One of you stand up at a time. 

MR. PUTZEL: That was pure inertia, your Honor. 

BY MR. KRAMER: 

Q This is a matter which you make known to people 
who are called to interrogate: that unless they do cooperate 
and give testimony to the enforcement department, that they 
will be subject to suspension for failure to testify? 

A Not having worked in the individual area of en¬ 
forcement, I am not sure what they do. 

(Defendant'Exhibit II received in evidence,) 

MR. KRAMER: Defendant's Exhibit H, your Honor, 
is a memorandum of Mr. Shields which has to do with the 
then proposed merger between Wc-is Securities and Ladenburg 


< rj/ ,- 


D 
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Thalmann . i will just read at this point tc your Honor the 
last two paragraphs of that memorandum. It says:, 

I 

"Arthur Levine, former chairman of the board, and 
Sol Leit, former president of Weis Securities, will 
not participate in the management of the new entity." 

The new entity was the merged firm of Weis 4 

Thalturg. 

"This merger, which has been considered for some 
time, was hastened due to the discovery of falsification of 
the books ar i records of Weis. 

"Investigation by the Exchange has led to the 
removal from office of those persons in management who 
nave been implicated" — and co on. 

I call that to your attention, your Honor, to 
ihect the point that Mr. Putzel has made, that this was merely 
an investigation which was designed to hasten the merger 

of these two firms. 

% 

MR. PUTZEL: Could I ask by way of voir dire on 
this document: 

VOIR DIRE EXAMINATION 
3Y MR. PUTZEL: 

W Mr. Shields, do you have a copy of the memorandum 
in front of you? 

. A Yes; Y do. 

v*. - - . • . 
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Q Was this ever sent to anyone? 

A No. This was a draft copy of a release that we 

were considering making if the merger ever went through. We 
were thinking of making a release along these lines. 

Q ^ So that in fact this memorandum was never more than 
a talking paper which you were contemplating? 

A That's all it was. 

0 And the LadenL u rg Thalmarnmerger never took place, 
did it? 

A Never did. 

Q And the statement at the end of that, that the 
investigation has led to the removal from office of those 
persons in management who had been implicated, was merely a 
blanket statement by you that you intended to make at the 
appropriate time if and when such a merger .ould be effectu¬ 
ated, to assure the public that the individuals who were 
guilty of the falsification of books were no longer involved 
in this operation; isn't that right? 

A Yes; and it did not refer to Exchange disciplinary 
action; simply that the investors in the firm had removed 
from management those who wore involved. 

MR. PUTZEL: Thank you. 

THE COURT: Anything further, Mr. Kramer? 

. 4.-.U MR. KRAMER: No. 
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THE COURT: All right, Mr. Shields. Thank you very 

much. 

MR. KRAMER: Excuse me. I do have one or two 

questions. 

BY MR. KRAMER: 

Q I call your attention to the memo, which says: 

"Investigation by the Exchange has led to the re¬ 
moval from office of those persons in management." 

* 

A Yes. 

0 So that your investigation — 

A Jur investigation led to meetings with the 
management of the firm, with their counsel and representa¬ 
tives of the investors in the firm. Those meetings led to 
the investors and the counsel for the firm removing from 
office those individuals who we knew — the primary people 
who we.knev; were involved in the situation. 

Q And they had in fact as of this date been removed 
from office? 

A I know that at least two of the main people in¬ 
volved had been removed from office. A new person was put in 
as the acting chief executive of the firm. 

0 The two people who had been removed were Messrs 
Leit and Levine? 


. *■ A 


Yes. * 
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MR. KRAMER: No further questions. 
the COURT: Thank you. You are excused. 

(Witness excused.) 

THE COURT: I normally take a break at three-thirty, 
but since we will take one for ten minutes and then resume, 
we will take our break now. 

(Recess.) 

DENNIS MICHAEL PAPE, called as a 
witness by the Defendant, being first duly sworn, 
testified as follows: 

DIRECT EXAMINATION 

BY MR. KRAMER: \ 

Q Mr. Pape, you are an attorney in the employ 0 - 
the New York Stock Exchange? | 

A That's correct. 

U What is your title and what do you do? i 

• j 

A I am special counsel a t .a .u.ger in the department \ 

v I 

of enforcement. Did you also ask me what I did? ! 

Q Ye3. j 

. 'A In certain instances I investigate allegations of 
violation of the Exchange constitution and rules, violations 
of the securities and Federal securities laws as well as 
other possible bad business practices by people under the 
jurisdiction of the New York Stock Exchange, as well as 
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supervise a staff that works for me within the department 
doing the same thing in other cases. 

Q Were you performing substantially the same duties 
in May of 1973? 

A That is correct. 

Q To whom did you report? 

A I reported to a director of the conduct division, 
which was Mr. Ron Levine. 

Q What was your relationship to Stuart Nelson? 

A Stuart Nelson was assistant vice president, and one 
of the departments under his control was the conduct division 
Mr. Levine reported to him, and I reported to Mr. Levine. 

Q Am I correct in ray assumption that in May of 1973 
you were assigned the job to head up the investigation of 
the alleged wrongdoing at Weis Securities? 

A That is gorrect. 

U And you did that in conjunction with what other 
members of the Exchange staff? 

A I had a senior investigator working for me by 
the name of Stuart Fields at the time. I supervised him. 

He was to assist me in the investigation. 

Q Mr. Pape, would you tell us briefly what your 
history at the Exchange has been. How long have you been 
employed by the Exchange, and where were you before that? 
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A How far back do you wish me to go? 

Q Well, take it from your law school days. 

A All right. I was an investigator for the City of 

New York, investigating legal claims, from 1964 through 
Janilary of 1968. While I was working for the City, I was 
going nights to Fordham Law School, graduated in June of 


1967. 


From then I became a trial attorney in the criminal 
branch of the Legal Aid Society, practiced with the Legal 
Aid Society in both criminal court and Supreme Court, crimin¬ 
al matters. From there I went to the Securities & Exchange 

Commission as trial attorney in the New York Regional Office 

V,/ 

in July of 1970. I worked there until May of 1972, when I 
was — I became associated with the New York Stock Exchange 
as a special counsel and added the management status in 

October, I believe, of 1972. 

o 

Q So you came directly to the Exchange from the New 
York Reyional Office across the street of the SEC? 

A That is correct. 

0 What department were you in over there? What were 
your duties at the SEC? 

A I was in the enforcement division, and my duties 
there were essentially the sama: investigating and prosecut¬ 
ing, .violations -of the Federal securities law. 
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0 To whom did you report at the SEC? 

A Originally, I directly reported to a gentleman by 

the name of Gerald Gordon, who wa3 my branch chief, and after 
that, when he left the Exchange, I reported to — I have 
drawn a blank. I cannot think of his last name. Martin 
Schwartz, I think it is. 

Q Martin — 

1 

A Martin Siegal. I am sorry. 

Q Did you do any work with, while you were at the 

$ 

Commission, the various staff members who were later 
assigned to investigate the Weis Securities matters? 

A I don't know if I know everybody who investigated 
the Weis Securities matter for the Commission, so if you 
tell me their names, I will tell you if I worked for them. 

0 I don't know, either, but we are going to find out 
during the course of this hearing. But let me name some 
of them that I do know. Barry Mandel. 

V 

A I don't think Mr. Mandel even worked with the 
Commission wnen I was there. 

U William Nortman? 

A I knew but never worked for Mr. Nortman. 

N-o-r-t-m-a-n, I guess. 

Q What is the name of this other fellow? 

4 . . MK. PUTZEL: Jeffrey Morrison. 


«• • rOUHTMOlltr 




JL 














Pape - direct 


Q (Continuing) Jeffrey Morrison. 

A Mr. Morrison was not with the Commission when I 
was there. 

Q • Frank Ormstem? 

A I knew but did not work for or with Mr. Ormstem. 

Q But you knew these: Messrs Ormstem, Nortman and 
Tucker at the Exchange? 

A You did not ask me about Tucker. Yes; I knew Mr. 

# 

Tucker, but I also did not work with him. But I did know 
them. Yes; I did. 

Q Mr. Pape, how did you first get involved in the 
Weis Securities investigation? 

A Approximately the second week of May, I was called 
into Stuart Nelson's office. He explained to me that there 
appeared to be some sort of problem with the firm: their 
books might not be-accurate, and there might be some problems 
with the capital structure of the firm, and I was to investi¬ 
gate. 

MR. KRAMER: Would you mark this, please. 

(Defendant Exhibit I marked for identification.’ 

MR. KRAMER: ' I am not offering it in evidence at 
this time,because I don't know what it is, but I am going to 
ask this witness if he recognizes the handwriting on those 
sheets before him. • 


25 
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THE WITNESS 1 I think I dc. 

0 That is a bad xerox copy of some — 

A If I may, except for one page, I believe I recog¬ 

nize the hand v-iting. As to one page, I am not sure whose 
handwriting it is. 

Q And the rest of the handwriting on the numbered 
pages is Mr. Nelson's handwriting? 

A No, sir. 

Q Whose is it? 

1 a 

A I believe it is the handwriting of Stuart Fields. 
And just for the record, if I may add, I think it is the 
fifth page that I do not know the handwriting. 

si That memorandum bears the date 5/9 in the upper 
right hand corner, and it appears to be Mr. Shield's notes 
concerning an interview of Bob Lynn, at which Messrs Womack, 
Hobby, Pape and you were present? 

A I believe you are incorrect. 

% 

* . % 

Q All right. Tell me how I am incorrect. 

A Mr. I,ynn was not talked to by myself or Mr. Fields 

prior to, I believe, May 14th. if the date May 9th is 
the applicable day. 

Second of all, when we did talk to Mr. Lynn, I do 
not believe Mr. Hobby was ever present. I do not think this 
i. s *.•*£ * 11 * from* looking at it, notes at all of any interroga- 

_ 
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tion or meeting with any witness. I think I know whet it 



is, if you wish me to speculate. 


Q Why don't you speculate. 



A I think myself and ir. Fields met with the two 


examiners to just get the name of the assistant controller 



and find out some facts about the firm and what the examiners 


had found, and I think he made some notes about it, but I 


am speculating. I have no idea what these are, other than 


a guess. 


g With reference to the time that you interrogated 


Hr. Lynn on the record, when is the first time that you had 


talked to him? 


A Mr. Lynn? 


Q Mr. Lynn. 


A J believe he came in to have his testimony taken. 


was the i^rst time I ever talked to him. 


J Did anyone on the Exchange staff tell you of a 


prior interview with Mr. Lynn? 


Yes. Mr. Womack, 


d And when did that occur? 


A I will state that Mr. Womack told me that he had 


talked to Mr. Lynn. It wasn't an interview. Mr. Womack had 


been in the firm at the Exchange's direction, trying to 


attain the condition of the books. Mr. Lynn, I believe. 
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was the controller at the time, and he indicated that during 
the period of time he was in there he had talked to Mr. Lynn. 

I also, prior to Mr. Lynn coming in, asked Mr. 
Womack to have Mr. Lynn meet myself and Mr. Fields, and he 
did convey that particular message to Mr. Lynn. 


Those are the only contacts that I know of by our 
staff — there might have been contact by other examiners 
who were at the firm that I know nothing of — but that 
is the only contacts that I know of prior to the time he 
came in to testify. 

Q Which was on May 14th? 

A That is correct. I believe so. It was the Monday 
following. 


Q Following what? 

A Following the week I became involved in the case. 
Q You also .had interrogated Mr. Kubie — 

A Yes. 

Q — according to the transcripts which are in evi¬ 
dence on this hearing, commencing on May 10th? 

A That is correct. 

U Was your on-the-record interrogation of Mi. Kubie 
on May 10th the first time that you had discussed the Weis 
Securities situation with him? 


25 


. A 


I had‘called Mr. Kubie the night before and asked 
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to come in. That was thecnly time I ever talked to him until 
he walked in the next day for interrogation. 

Q How did you come to make this contact with Mr. 
Kubie? 

A Are you asking me the circunstances as to why I 
called him in? 

U Yes; why you called him. 

A Because it was my understanding that he was the 
man, the controller of the firm,before Mr. Lynn; that our 
examiners had found possible transactions and entries on the 
books that were under his particular control at the time he 
was with the firm that were in question; and I decided that 
he would be the logical place to start my investigation. 

Q So as far as you knew, no one on the Exchange staff 
had interrogated Mr. Kubie prior to May 10th? 

A I think Mr. Kubie was already off premises when 

our examiners went in. If Mr. Kubie had been involved in 

% 

something in the past or somebody may have talked to him, 

I don't know about it. However, I believe he was already 
off premises before our examiners went to the firm, and I 
think I was the first one to make any contact involving the 
matters that I believe are before this Court. 

Q Mr. Pape, how long had you been at the Exchange at 
this point? 
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2 

A Approximately one year. In fact, it was just a 


3 

year. 


4 

Q You had come on board in May of '71? 

• 

5 

A '72. 


6 

Q Excuse me. Had Mr. Kubie been interrogated at this 


7 

point by anybody at the Commission? 


8 

A As far as I know, he was not. It was not indicated 


9 

that he was, and I have no independent knowledge that he was. 


10 

Q You said that your reason for contacting Mr. 


11 

Kubie was because your examiners, that is, the Exchange 


12 

examiners, who were on the premises of Weis Securities, 


13 

reported some concern about wrong entries in the books; is 


14 

that correct? 


15 

A That is what they told me, yes. There were in¬ 


16 

correct entries. 

• 

17 

Q Was there any suspicion at that point that the 

• 


r 18 

entries had been fraudulently made? 

• 

19 

A I don't know how the examiners — I don't remember 


20 

how the examiners characterized them. I know I personally 


21 

did characterize them when I knew what they were. 


22 

0 Prior to the time you interrogated Mr. Kubie? 


23 

A That is correct. 


24 

Q And certainly as a basis of Mr. Kubie's answers to 


25 

yqur questions on the record on May 10th and May 11th, there 

* • 



• 
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was no longer any question in your mind that fraudulent 

entries had been made in the books and records of Weis 
Securities? 

A First of all, l don't think I participated in the 

May 11th interrogation, except possibly walking in and out 

a number of times. 1 was working on something else that day. 

I had a suspicion from the nature of the entries that they 

were improper, just from the nature of what the entries were. 

Mr. Kubie, from his testimony, which at the moment I am not 

that conversant in any more, did lead me to believe that my 

suspicion was correct and that there was a problem at the 
firm. 

Q It was more than a problem of negligence? 

A More than a problem. 

Q And there were criminal activities of which you 
were apprised when. Mr. Kubie first came before you, on 
May 10th? 

v 

A I don't think I made the legal judgment whether 
they were criminal or - Well, let's put it this way - 
criminal. i did not think wo were dealing in negligence. 

Q You had a strong suspicion, confirmed by Mr. 

Kubie's testimony, that somebody had been fraudulently and 
criminally fooling around with the books of Weis Securities? 

. 4. .. A 1 wilJ - use the last two words. I did not 
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characterize them as fraudulently and criminally. I did not 
make the legal judgment. I just said this is something that 
is wrong, and let's find out exactly what it is. 

Q But at the conclusion of Mr. Kubie's testimony on 
May 10th, your suspicions had been confirmed to a large 
extent, had they not? 

A Yes; they had! 

Q Did you report back to anybody that day or the 
next day at the Exchange? 

A That night, the night of the testimony of the 10th, 
I did. 

Q To whom? 

A I believe to Mr. Nelson, and I might have written 
a memo or had Mr. Fields write a memo to one of my superiors 
I have a vague recollection of that, but I am 
not positive at this time whether or not it was done. 

si Did you personally at that time or in the days 
immediately following your first interrogation of Mr. 

Kubie speak to anybody at the New York Regional Office of 
the Commission? 

A Would you please define what days immediately fol¬ 
lowing? How far do you want to go? 

Q When for the first time were you in contact with 
, aoyhody at the -New York Regional Office on this matter? 


C 
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A Probably not until the following Tuesday, which 
I gather woulo be the 15th. I might have had contact with 
somebody — I know I did not have any before that. 

Q Ilow do you fix the date May 15th as your first 
contact with anyone at the Commission? 

A Because as far as I knew, no one at the Commission 
knew about the nature of the problem until Monday, the 14th, 
and I personally had no contact with them until an event 
that took place on the 14th. 

Q What was that eve t? 

A To my understanding, the outside counsel to Weis 
Securities had found out from Mr. Lynn what had been going on 
or alleged to have gone on and went and told Bill Moran, the 
acting Regional Administrator of the SEC, as to what Mr. 

Lynn had told him, and that was on the 14th. 

Q Who told-you that? 

A I .think I was present at a conversation on the 
speaker phone on either — I believe it was on Friday 
previous, which I gather was the 11th, where Mr. Could said 
he was going — in Mr. Nelson's office this conversation took 
Place — and I believe I was later told, but I don't remember 
by whom, that the conversation actually did take place and 
th,*. Mr. Gould did appear at the office that day and talked 
to*Mr. Moran; but I don't remember when I found out or from 
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2 

whom. 


3 

U Mr. Gould is Mr. Milton Gould? 


4 

A That is correct. 


5 

Q And he is the lawyer for Weis Securities that you 


6 

mentioned earlier? 


7 

A That is correct. It was my understanding he was 


8 

outside counsel to the firm. 


9 

Q So you were present in Mr. Nelson's office on 


10 

Friday, May 11th. There was a speakerphone conversation 


11 

with Milton Gould on the other end of the phone, and Mr. 


12 

Gould said he was going to go to Mr. Moran at the SEC and 


13 

tell him about these revelations that Mr. Lynn had made con¬ 


14 

cerning the false record keeping at Weis? 


15 

A That is correct. 


16 

0 And then, on the following Monday or Tuesday, you 


17 

spoke, yourself, for the first time to anybody at the SEC? 


r 18 

• 

A I said I believe it was that day. That is the 


19 

% 

first possible day I could have had contact with him. 


20 

Q That day was what: May 11th? 


21 

A Wo. That would have been the 15th, Tuesday. It 


22 

might have been Wednesday, the following day, the 16th. 


23 

I was very busy on Monday, and I am pretty sure I did not have 


24 

time to make calls to the SEC that day or receive any calls 


25 

from them. 



• 
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My first contact with the SEC was either the 15th 
— It couldn't have been earlier than the 15th. It might 
have been the 16th. 

Q To whom did you speak? 

A I know I talked to Jeffrey Morrison, because he 
hand-delivered a subpoena for some of the transcripts that 
had been taken. I believe I talked to Franklin Ormstem, 
who told me that the subpoena was coming and to ask me if 
there were transcripts, I believe, to whether or not he shoulc 
subpoena them. 

I think when Mr. Morrison came up, Mr. Mandel was 
with him, and Mr. Tucker was with him, and I talked to both 
of them also. 

(j On the — 

A No; this was in person. 

Q This was in person? 

A That's correct. 

% 

Q Mr. Mandel, Mr. Tucker and Mr. Morrison all called 
on you at your office at the Exchange on May 15th or — 

A 16th. 

0 On May 16th* and delivered a subpoena to you per¬ 
sonally? 

A They delivered a copy to me. I am not a proper 
a^cnt or officer of the Commission, and they had to servo the 
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original, I believe, on the secretary of the Exchange, and 
they.served a copy on me, because I was the one who had the 
documents. 

Q Did you immediately turn over the documents to 
them when you got the subpoena? 

A I believe I did. 

Q And that was reflected in this memorandum of yours 
dated May 16, 1973 — 

MR. KRAMER: — which I offer in evidence. 

MR. PUTZEL: No objection. 

(Defendant Exhibit J received in evidence.) 

A This is a memorandum I prepared for Mr. Stock, 
and it does refer to the subpoena that was served on May 
16th, and that is a photostat of my signature. 

Q And that confirms and memorializes the fact that 
on that date you turned over to the Securities & Exchange 

Commission the three transcripts of testimony already taken? 

% 

A That's correct. 

Q And that was the testimony that you had either 
taken or had participated in taking of Messrs Kubie on May 
10th and May 11th and Lynn on May 14th? 

A That is correct. 

Q And I take it that you also turned over to those 
ggntlcmen at that time all of the documentary evidence that 
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had been marked during the taking of that testimony? 

A I believe we did, yes. 

Q Did you have any conversation with these three 
callers from the SEC on May 16th? 

A I believe I did. 

. Q Will you tell us, to the best of your recollection, 
what was said by you and by the three individuals from the 


SEC? 


A I don't believe we discussed the case at all. I 
think I just indicated who the people were who had been 
taken, their positions at the firm, and possibly identified 
some of the documents as to what they v/ere. The rest of 
the conversation was strictly — 

Q Social? 

A Social and personal, yes. I do remember now, 

however, a conversation I did have on the 15th. 

Q All right. I was going to come back to that one. 

v 

Will you tell me about the conversation on the 15th? 

A I don't remember who at the SEC called or who I 
talked to. I think it was Mr. Ormstem. Had asked for the 
transcripts, and I told him he could not have them without a 
subpoena. 

Q Did Mr. Ormstem indicate to you during that convers- 
that the .SEC was engaged in a formal investigation into 
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the Weis Securities matter? 

A "Formal investigation" is a word of art. If you 
mean it as a word of art, meaning they had a formal order 
of investigation — I think I asked them if they did, and 
I think on that day he did not, and I think I was shocked that 
on the 16th he did. 

Q What was the conversation between you and Mr. 
Ormstem? 

A I told him that — I think he asked me if we had 
taken interrogations. I explained to him that we had. He 
asked for copies, and I told him that I could not turn them 
over without a subpoena. 

Q Did he tell you what information the SEC had re¬ 
ceived concerning the Weis affair? 

A No; he did not. . 

U How long did the conversation last? 

A Ocher than social talk, no longer than maybe a 
minute or two on the case. 

Q Was there any talk at that time or in your convers¬ 
ation with Mr. Ormstem about possible criminal investigation? 

A My investigation — 

Q No. Just the conversation. • 

A No. 

4 . . Q How about on the 16th of May, when the throe 
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gentlemen from the SEC came bearing the subpoena? 

A I don't think there was ever any conversation 
up and through some time in July or August that there was 
any — No. Excuse me. I withdraw that. Somewhere around 
June 1st I think the word "criminal" or "criminal allegations 
was even thought of or mentioned. 

Q Let us restrict ourselves to "mentioned". 

A Ho; it was not, up until at least June 1st. 

Q You heard no mentior made of it? 

I 

A That is correct. 

Q Based on your experience as an investigator and 
prosecutor of such matters at the SEC, you had no doubt in 
your own mind at the conclusion of the taking of Mr. Lynn's 
testimony on May 14th that there were possible criminal 
violations involved in this matter? 

MR. PUTZEL: Objection. 

THE COURT: Objection sustained. 

% 

Q When for the first time did you think to call 
Alan Solomon before the Exchange in connection with your 
investigation? 

A When did I-think about him? As soon as Mr. Kubie 
testified, in my mind I had a list of witnesses. When 
did we fix up the date? It was probably after Mr. Lynn 
testified that- it got to the point where I wanted to pin 
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down the date that Mr. Solomon would be coining in. 

Q How did you go about summoning him before you? 

A I do not recall the exact circumstances, i either 
asked Mr. Womack to tell hiin when he was at the firm to come 
in or I had Mr. Fields call him. I am not sure which it 


was. 


Q Did you talk to Mr. Solomon or to his attorney prio 
to the time that he came to be interrogated, which we know 
was on May 17th? 

A I think his attorney called prior to him coming in. 

Q In any event, on the 16th of May, when tho three 

gentlemen from the SEC hand-delivered the subpoena to you, 
you had already fixed the time of Mr. Solomon's testimony? 

I 

A I can't be sure, but I doubt that. 

Q You said you made the arrangements on tho 15th, 

I thought. 

• 

A I said I fixed in my mind approximately on the 15th 
that I wanted him. Whether or not I had him scheduled yet 
on the 15th I don't know. I know by the end of tho day on 
the 16th I did. Whether it was Mr. Womack or Mr. Fields 
working with our interrogation schedule to 
figure out a time that he could come in, until the end of 
the day on the 16th, I am not sure whether or not I knew 
exactly when he was coming in, the time and the day. 
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a You don't recall at this time whether you knew the 
day before Mr. Solomon actually testified that he was going 
to testify; is that what you want to tell us? 

A Referring to my own memorandum, which has been 
marked as Exchange J, which is dated the 16th, my own words 
are; -The following interrogations have been finally firmed 
up with counsel with the following witnesses-, and the first 
name is Alan Solomon will appear on May 17th . This is 
the same memorandum that indicates that the SEC was present 
and has brought over the subpoena. 

So to my mind, because I was being asked by my 
superiors who is coming and when, and because I sent the 
memorandum on the 16th, it appears to me from my recollec¬ 
tion that 1 would not have dictated this memo in those terms 

if I had known prior to the 16th that Mr. Solomon was coming 
in on the 17th. 


■J Whether you knew finally and precisely the time 
he was coming in, you had made or initiated the process to 
compel him to come in to testify, and you knew that you 

would be interrogating him at the time the fellows from the 
SEC called upon you? 

A I don't think I indicated any process to compel 
him — 

No, Mr. Pape — 
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2 

MR. PLTZEL: I ask that the question be answered. 

3 

MR. KRAMER: That is what I want him to do: 

4 

answer the question and stop speculating. 

5 

MR. PUTZEL: Mr. Kramer did not give him a chance. 

6 

MR. KRAMER: Well, he is starting to tell me what 

7 

is going on in his mind. 

8 

Q Don't fence with me, Mr. Pape. It is a very 

1 9 

simple question. 

10 

► 

A Then I have to answer your question "No". 

11 

MR. KRAMER: Would you read the question. 

12 

(Question read.) 

13 

A My answer to that question is "No". 

14 

Q You had not initiated the process of contacting 

15 

Mr. Solomon prior to May 16th? 

16 

A Contacting? Yes. 

17 

Q You had? 

• 

r 18 

A That's correct. 

19 

% 

• 

20 


21 

• 

22 

-• 

23 
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Q Then you did intend prior to May 16th to call him to 


testify before the Exchange? 


A Absolutely, 


Q Did you tell the Exchange people that fact when 


you met with them on the 16th — the Commission people. 


excuse me . 


A I do not recall whether x told them about trying 


to get Mr. Solomon in. 


Q When Mr. Solomon appeared to testify before the 


Exchange on May 17th, you administered to him the usual 


warning language about the necessity of his cooperating with 
your investigation under the rules and regulations and 


constitution of the Exchange. 


A I do not recall any such warning. 


Q Does that refresh your recollection? 


No, sir. I see no warning as to cooperation 


or compelling cooperation with the Exchange, 


V 

MR. PUTZEL: It is in evidence and it speaks for 



itself; isn't that correct? 


MR. KRAMER: All right, I won't argue with you 


about the meaning of that, statement. 


Mr. Pape , did you tell Mr. Solomon tnat there was 


a coordinate investigation in progress by the SEC? 


I am not sure I understand the definition of that 
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If that means a joint investigation, no. If that means 
did I tell him whether or not the SEC was looking into the 
matter at the same time, I believe that may have been told 
to his attorney and himself prior to going on the record. 

Q You have no independent recollection of that at 
this time? 

A Not a positive recollection, no. 

Q Did you talk to anyone at. the SEC after you had 

finished taking Mr. Solomon's testimony on May 17th? 

A That day, no. 

Q The next day? ' 

A No. 

Q The day after that? 

A I was on my way to Spain. I had no contact with 

anybody involving either the SEC or the New York Stock 

0 .. 

Exchange other than the people an the trip with me until 

the following week. So the entire week from the 19th 

% 

through, I believe, the 27th, I was out of the country. 

Q Do youknow from discussions at the exchange 

whether any of your associates there reported to anyone at 
the Commission about Solomon's testimony before the 
Exchange? 

A I don't believe so. I don't recall any such 
conversation. 

i Srf 
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o correspondence in the files of the Exchange 

indicate that the transcript of Mr cm 

P Mr. Solomon's deposition 

was complete and mailed to his then attorney on May 21 

W73 ' WUh * le “ er ° f —‘t-i signed by Mr. 
that on „ ay Mr . Solomon . s ^ 

Aian Hoffman. returned thfi transcript ^ ^ ^ 

It was received back at the Pvoha 

Exchan ge no earlier than May 

24th, Since it went b y regular mail. 

A If that is a question, the — 


lid you see the completed transcript when it 
got back to the Exchange? 

A I believe I did. 

0 And then what did you do? 

THE COURT: i can't hear you. 

the WITNESS: I said I believe I did , am , 

. AU * 1 am sorry, 

o Were y ou back in the office at that time, 

May 24th, May 25th? 

A No, I wasn't. 

o DO your records indicate what became of the 
transcript when it was returned to your office! 

I have no records that would indicate what 
happened, other than I was aware when : first W,cw about 
th, transcript when it was returned that it was being 


‘ OU ™ I ;: 0 f ' 5, * ,CT cou " T COURTHOUSE 

° IIVWV",, Nf» vnes wv rn i „„ 





102a 


73 


1 

2 

3 

4 

5 . 

6 

7 

8 

9 

10 
11 
12 

13 

14 

15 

16 

17 

18 

19 

20 
21 
22 

23 

24 

25 


wcbr 4 Pape-direct 

maintained by Mr. Fields in his file. 

0 Do you know from any of your records whether a 
copy of the transcript was transmitted to the Commission? 

A I know it was transmitted to the Commission. 

i 

I have no record to that effect. 

MR. KRAMER: Mr. Putzel, what do the government 

records show on that subject? 

MR. PUTZEL: The question can be put, since I think 
Mr. Pape was the one who delivered it. When did you deliver 
the transcript, Mr. Pape? 

THE WITNESS: I believe it was June 1st. 

MR. PUTZEL: That is consonant with my 

understanding. 1973. That was pursuant to subpoena, 

I think. 

THE WITNESS: It was my understanding and I was 
instructed, I believe, that May 16th was a continuing 
subpoena for all transcripts as they were completed. 

V 

Q Did you hand deliver the transcript? 

A Yes, r did. 

0 To whom? 

A I went up to the Securities and Exchange Commission, 

New York office, went to the office of William Nortman, 
and I delivered the transcript to him. There were other 
gentlemen with him at that time. 
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Q Have you any knowledge of whether anyone on the 
staff of the SEC or the U.S. Attorney's office here had been 
apprised of the substance of Mr. Solomon’s testimony at 
the Exchange prior to June 1st? 

A I do not recall any such contact. 

Q You have no knowledge — 

A That is correct. 

Q — of that? Do you know whether Mr. 

Morrison had sent a copy of Mr. Solomon's testimony prior 
to June 1st? 

MR. PUTZEL: Objection. Mr. Morrison is going 
to be a witness. 

MR. KRAMER: All right. 

I offer this memorandum. 

(Defendant's Exhibit K was received in 
evidence.) 

MR. KRAMER: Defendant's Exhibit K is a memorandum 
dated May 14, 1973, from Mr. Pape to his superior at the 
Exchange, Myron levine, and it deals with the testimony 

i 

given on the record by Mr. Lynn on May 14th. 

That is just for the Court's benefit. 

Q Mr. Pape, did you deliver a copy of this exhibit, 
your memorandum, to anyone at the Exchange prior to 
May 16th? 
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A To the best of my recollection, no. 

MR. KRAMER: I have no further questions. 


i 


CROSS EXAMINATION 
BY MR. PUTZEL: 

Q Did you deliver a copy of this memorandum to anyone 
at the Commission ever? 

i 

A In my normal course of business I would never 
let a memorandum like this out. 

Q Well, do yaahave any recollection of delivering 
that memorandum to anyone? 

A No, sir. 

Q Mr. Pape, prior to the time Alan Solomon was con¬ 
tacted by you, did you have any conversation with any member 
of the Securities and Exchange Commission in which they 
directed you to call Alan Solomon as a witness? 

A No, sir. 

Q Did any member of the Securities and Exchange 
Commission, any employee, request you, instruct you, or 
in any way advise you to call any witness - 

A No, sir. 

Q — before the New York Stock Exchange? 

A No, sir. 

Q Who made the decisions to call witnesses before 

the New York Stock Exchange? 
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Q And you made those decisions* did you not, on 
the basis of information that was becoming available to you 

through the examiners at the Weis offices, isn't that 
correct? 

A Only the first witness. 

Q That would be Mr. Lynn? 

A No, Mr. Kubie. 

0 Once you had heard what Mr. Kubie had to say, 
you proceeded to track down the leads suggested by his 
testimony, isn't that correct? 


A That is correct. 

0 All of that'process was an investigative process 
that you pursued on your own without any consultation or 
without, any agreement, or duress by the Securities and 
Exchange Commission, isn't that so? 

A Absolutely. 

% 

Q When Mr. Solomon appears on the 17th of May, 

1973, he was accompanied by an attorney, was he not? 

A That is correct. 

0 That is a man by the name of Mr. Hoffman? 

A I believe it was Allan M. Hoffman, as the record 

reflects. Isn't that correct? 

• 4 A I believe so, yes. 
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Q Didyou in any way threaten Mr. Solomon that if he 
did not testify he would be subjected to sanctions of the 
New York Stock Exchange? 

A I do not believe so. 

MR, KRAMER: The record speak;, for itself. 

Q I take it, Mr. Pape, that you had some con¬ 
versation with both the attorney and with the witness, 

Mr. Solomon, prior to the time that youwent on the record, 
isn't that right? 

A That is correct. 

Q And in fact during the lengthy testimony Mr. 
Solomon— you went off the record several times, isn't that 
right? 

A That is correct. 

Q Did you at any time threaten Mr. Solomon that, 
if he did not give testimony that you would subject him to 
sanctions of the New York Stock Exchange? 

v 

MR. KRAMER: The compulsion here comes not from 

what this witness may have told Mr. Solomon — 

THE COURT: Mr. Kramer, I understand. 

MR. KRAMER:.. — but the existence of the con¬ 
stitutional provision. 

THE COURT: I understand. 

Proceed. 

. 4 . V 
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A I do not believe I threatened Mr. Solomon with 
any sanctions for failing to testify. 

THE COURT: As it has been pointed out, he 

doesn't have to, does he? That seems to me to be immaterial 
If the regulation is such , it is there „ there wm 

any compulsion it was by virtue of it. He knew or 
I presume he would know what the constitution required. 

Mr. Pape didn't have to advise him of that in order for it 
to go into operation. I think it is a waste of time. 


ing. 


talk 


MR. PUTZEL: Well, it is a waste of time argu- 


Mr. Pape , when Vr. Solomon began to talk, did he 
hesitatingly or with reservation about, the 


matters that you questioned him about? 

MR. KRAMER: I object. 

THE COURT: I don't understand what the purpose 

of that is. What is the purpose of the question? 

MR. PUTZEL: The purpose of the question, your 

Honor, is to elicit that far from being -- 

THE COURT: I understand, all riqht. The 
objection is overruled. You can ask him. 

A Could you please define your terms? I am having 
trouble with it myself. 

. d.\-. Q 1 will withdraw the question and rephrase it. 
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Was Mr. Solomon responsive to your questions? 

A Yes, he was. 

Q When he provided information, did he do so 
freely and without any apparent reservations that you could 
determine as you questioned him? 

MR. KRAMER: Your Honor, I must object. 

THE COURT: I think that objection is sustained. 
You are asking him to read Mr. Solomon’s mind and 
I don't think he can do that. 

MR. PUTZEL: I have no further questions of 

this witness. 

THE COURT: Anything further, Mr. Kramer? 

MR. KRAMER: No. 

THE COURT: Thank you very much. 

THE WITNESS: Thank you. 

(Witness excused.) 

THE COURT: What is the relationship between 

% 

you, Mr. Pape, and Mr. Shields? That is just out of * 
curiosity. Is he in the same — 

THE WITNESS: At that time we were called 

the Department of Member Firms. It was everybody in the 
building where we were working was under that department. 

Mr. Shields was under a different vice president and a 
different assistant vice president. He was in a different 
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division, the Coordinator's Division. 

THE COURT: All right. 

There was a question that at one point Mr. 

Pape and Mr. Shields had done somethin,, and I wanted to 
get that straight. He didn't work for you? 

A No, sir. 

BY MR. KRAMER: 

Q Mr. Pape, I understood you to say under direct 
examination by me initially that your function in conducting 
examinations was to determine whether there were violations 
of the Exchange rules or the SEC rules and regulations. 

That was what your primary function at the Exchange was. 

A That is correct. 

0 When you were at the SEC and you developed any 
working relationship with Exchange personnel who conducted 

investigations Similar to the ones that you conducted in the 

Weis situation? 

% 

A I came to know two individuals at the 
New York Stock Exchange, yes. 

Q And isn't it a fact that there is a relatively free 
flow of information back and forth between the New York 

Regional office of the SEC and the Department of Member 
Firms investigative staff? 

A No, sir. 


SOUTHERN OISTAICT COUNT REPORTERS US. COURT HOUSE 






110a 



81 

wcbr 12 Pape 

MR. KRAMER: No further questions. 

I 

(Witness excused.) 

MR. KRAM <%: Mr. Womack. 

AUBREY WOMACK, called as a witness, 
being first duly sworn, testified as follows: 

DIRECT EXAMINATION 
BY MR. KRAMER: 

Q You are a staff examiner employed by the New York 
Stock Exchange, Mr. Womack? 

A Yes. 

Q What is your title? 

A I am presently a director within the department. 

I am not technically a staff examiner at this point. 

Q What was your job title in May of 1973? 

A I was a principal examiner. 

Q You were the head examiner on the Weis Securities 
matter in April and May of 1973? 

- A That is correct. 

Q What were your assigned duties in connection 
with that examination? 

A To determine the financial status of the firm 

and to confirm the firm was in capital compliance with the 
capital rule of the Exchange. 



You are an accountant by training, I take it? 
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A Yes, that is correct. 

Q How long had you been a Stock Exchange employee? 
A At that, time? 


. Q Yes. 

A Approximately 12 years. 

Q When did your duties in connection with the 
Weis examination commence? 


A April 13, 1973. 

C And from April 13, 1973 until the firm went out 
of business, I guess on May 23rd, at the conclusion of 
business on May 23rd, were you spending a good deal of your 
time on the Weis premises? 

A Yes. Initially net a great deal of time, but 
within, say, a week or two weeks after that date I was 
spending most of my time there. 

Q So that toward the end of April, throughout the 
month of May, you were spending a great deal of your time 
at the Weis offices? 

A That is correct. 

Q At, what is it, 17 Battery Place North? 

Is that the location? 

A That is correct, yes. 

Q And there were other examiners on your staff who 
participated in that ongoing audit of the Weis books and 
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records. 

A Yes. 

Q There came a time during that period when the 
New York office of the SEC became involved in that investi¬ 
gation as well. Is that correct? 

A That is correct. 

Q When did that occur for the first time? 

A For the first time to my direct knowledge I believe 
it was subsequent to testimony that had been taken at the 
Exchange, which I believe occurred on May 10th, and I 
believe it was the following week that they appeared at the 
premises of Weis. 

Q So that would be around May 16th, May 15th? 

A Yes. 

Q May 10th was a Thursday. And was it at the 
beginning of the following week? 

A believe it was the latter part of the following 

week. 

Q Did you meet and discuss the problems that you had 
discovered up to that point with the SEC people when they 
came on :he Weis premises? 

A Yes, I did. 

Q Who were the SEC examiners on the case? 

... A Well* Mr. Jeffrey Morrison, a Mr. Tucker, 











wcbr 15 


84 


113a 

Womack-direct 

another gentleman that I just met again. At the moment 
his nrme escapes me. 

MR. PUTZEL: Can I help here? Did you just meet 

him today? 

THE WITNESS: Yes. 

MR. PUTZEL: Would that be Mr. Mandel? 

THE WITNESS: Mr. Mandel* 

Q Was that the first time you have met these 
gentleman? 

A I had met and worked with Mr. Morrison when 
he was with the Exchange. 

Q But on this particular matter, in the Weis 
matter. 

A To my best recollection, yes. 

Q So that your guess is that that was some time 
during the week of May 15rh? 

A Yes. 

v 

Q And that was at the Weis premises? 

A Yes. 

Q How long did your initial meeting with these 
gentlemen last? 

A I would say an hour and a half, possibly two 

hours. 

*«••.••. Q Can y° u tel1 the Court what the substance of the 
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meeting between you was? 

A It was basically to brief them on a reason for 
being at Weis, conducting the examination, to update them 
with respect to their findings relative to the examination 
to that date, and to quite frankly disclose to them all 
that we kn£w about the affairs to that date. 

Q And I take it that as of the date of that 
initial meeting, you were aware of substantial discrepancies 
in the books and records of Weis Securities? 

A Yes. 

Q And as a matter of fact you identified a number of 
entries which you had determined in your onw mind were 
fraudulent? 

A Yes. 

Q And had testimony to that effect by Messrs. 

Lynn and Kubie? 

A Yes. 

Q Did you tell these gentlemen about the 

completely fictitious entry at the beginning of February, 
a million and five hundred thousand dollar credit against 
the bank loan account? ' 

A Yes. 

Q And of the $2 million similar credit at the end 
o£ the month February, 1973? 
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2 


MR. PUTZEL: March. 

3 

0 

In March, yes. 

4 

A 

That is correct. Yes. 

5 

Q 

Did you show them the various bookkeeping records 

6 

which indicated those particular fraudulent entries? 

7 

A 

Yes. Well, not the entries themselves, but the 

8 

records 

which we had obtained to indicate that the 

9 

entries 

had been put through and shown on the books and re- 

10 

cords. 


11 

Q 

How many times thereafter did you meet with the 

12 

SEC examiners to review your findings? 

13 

A 

To review our findings specifically? To the 

14 

best of 

my knowledge I don't think such meeting was held. 

15 

Q 

Did you turn over to these gentlemen your work 

16 

papers on the examination? 

17 

A 

No, I did not. 

18 

Q 

Were you aware that they were turned over? 

19 

A 

Yes. 

20 

Q 

At what time? 

21 


THE COURT: At what time was he aware? 

22 

t 

MR. KRAMER: No. When. 

23 

Q 

When did that occur? 

24 

A 

Well, what do you mean by work papers? Which 

25 

work papers? 
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q The work product of your investigation. I am 
trying to determine what information your ataff, your 
accounting staff, working under you, made available to the | 

SEC and when. 

A I would say within a week after their first 
appearance, I received information that the various 
transcripts had been made available and that a schedule 
or possibly various schedules which indicated on a pro¬ 
forma basis what we believed the capital position to be on th 
particular date were made available to the SEC. Other than 
these types of isolated records, I was not aware — 
or I did not participate in submitting anything to the 
SEC. There has been obviously recent, very recently, 
various documents submitted, subject to subpoena of course. 

THE COURT: Mr. Kramer, I am going to accommodate 

Mr. Putzel. We will suspend now. 

Before we do do — you may step down. 

(Witness temporarily excused.) 

MR. KRAMER: Mr. Womack, I will see you back 

there at that post tomorrow morning — at what time, your 


Honor? 


THE COURT: 10 o'clock. 

MR. KRAMER: 10 o'clock. 

THE COURT: You gentlemen want this hearing 
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spaced so there will be a decision on the matter. 

I think in order for me to accommodate you I am going to have 

your cooperation, which means an early filing of whatever bri« 
you want. 

And also the arrangements that I can get the 
transcript so that I will be able to review it. 

MR. PUTZEL: We will order that on a daily basis, 
your Honor. 

I understood that the submission that the Court 
wished was really to focus on the ramifications of a 
decision granting the motion to suppress, in other words 
what effect would that have on the trial itself. 

THE COURT: I take it that your position, if 
I understood it, is that even if I were to hold that 
Mr. Solomon's statement is going to be suppressed, that your 
theory is that you have independent evidence and can proceed 

with the trial in any event. That is what I understood your 
theory to be. 

MR. PUTZEL: Yes. 

THE COURT: Mr. Kramer takes the view that if 

I find that. Mr. Solomon's statement is tainted, that all 
of the evidentiary proof that you might have is tainted 
and therefore the indictment has to be dismissed. 

Since that will be the ultimate position of the 
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two of you, it also seems to me that both of you have 
to meet the question as to whether this evidence that is 
introduced here warrants a suppression in the first place. 
If your briefs are going to deal with that, that is what I 


want. 


MR. KRAMER: Your Honor, we will be prepared as 
soon as this hearing is over. I will need maybe a day or 
a day and a half to summarize the evidence. 

THE COURT: We will complete it tomorrow, I 
believe, and I should have briefs submitted Monday. 

MR. PUTZEL: Could we have the following 
schedule, your Honon: If we could have no more than 
fifteen minutes each, at the most, for oral argument, I think 
we might be able to sharpen the issues here very sub¬ 
stantially . 

- THE COURT: All right,. 

(An adjournment was taken.) 
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UNITED STATES OF AMERICA 

VS. 73 Cr. 693 

ALAN C. SOLOMON.. 


New York, June H, 1974; 

10.00 A.M. 


Hearing resumed. 

MR. PUTZELL: The government is ready. 

MR. KRAMER; Ready. 

AUBREY WOMACK, resumed. 

DIRECT EXAMINATION CONTINUED 
BY MR. KRAMER: 

Q Mr. Womack, will you tell the Court in a general 
way what the function of a New York Exchange Examiner is? 
What is his principal duty? 

A His duty is generally to review books and 
records, review operations of member firms of the Exchange, 
to determine that the member organization is in compliance 
with the rules of the Exchange as well as SEC rules and 
that it's in operationally good condition. 

Q Approximately how many people are employed by 
the Exchange as Examiners including supervisory and working 


personnel? 


How many people are in that department? 
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A Approximately 75. 

Q And that was true in April and May of 1973? 

A No, that includes approximately 11 supervisory 

standards personnel which are engaged in the same activity 
but at that time were outside of that department. I would 
say at that time it v/as approximately 65. 

Q 65 and then these other people who were not 
in the same Examiner's department but were performing the 
same sort of functions in someone else's department in 
the Exchange? 

A Not the same function. Their primary concern 
was review and surveillance of member organization branch 
offices and supervision of employees and representatives 
and conduct of their activities rather than concerning 
themselves with financial records or operational records 
generally as the Examiners do. 

Q One of tfhe duties of this staff of Examiners, 

% 

as I understand it, is to make sure that all member firms 
are in capital ratio compliance as defined by Rule 325 
of the Mew York Stock Exchange Rules, is that correct? 

A That is correct. 

Q Will you tell the Court briefly what that rule 
requires of member firms and what the net capital rule 
means? * * 
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A Driefly the Rule 325 or the requirements of 
Rule 325 are to assure that the member organization can 
discharge all of its liabilities and it discounts or 
completely writes off the various assets that are not 
considered current within the meaning of the rule. 

In addition to the writing off of those non-admissible 
assets in the computation it discounts substantially 
security positions and bond positions which are readily 
marketable and can be sold readily. it discounts their 
common stock generally 30 per cent of theirquoted value 
in the computation. Certain liabilities, those generally 
that involve the use of customers' assets or liabilities 
directly to customers are included in a computation that 
is known as aggregate indebtedness. The total of aggregate 
indebtedness when compared to the "net capital", this is 
after the various discounts and the writing off of 
assets, cannot exceed a 1500 per cent ratio. In effect, 
this means that for every dollar of liability to customers 
or customer-related liabilities there is an effective 
requirement of G-2/3 per cent of net capital to carrv 
that dollar of liability. 

In addition, there is a minimum capital 
requirement, capital dollar requirement, which relates 
to the type of business that the organization does. 
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A member organization v/hich engages in activity either with 
or for customers or with the public is required to maintain 
a minimum amount of net capital of at least $100,000. 

So the requirement is the greater of $100,000, in this 
instance, or 1500 per cent of the aggregate indebtedness 
ratio not to exceed 1500 per cent. 

, Q And if the aggregate indebtedness ratio exceeds 

1500 per cent the member organization is subject to sus¬ 
pension from the right to continue to do business as a 
member firm, is that correct? 

A That is correct. 

Q If I understand you correctly it is your function 
or the function of the staff of Examiners at the Exchange 
to monitor member firm capital compliance on and on¬ 
going regular basis? 

A That is correct. 

Q In that connection you and other Examiners at 

% 

the Exchange make periodic surprise audits of member 
firms? 

A We made periodic surprise visits and conduct 
examinations. I differ with the use of the word "audit." 

It is not an cudit. 

Q And in the course of supervision activities that 
..you describe, - if you detect any bookkeeping irregularities 
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it 13 your function, i, it not, to report it to other 

people in the Exchange for the institution of enforcement 
processes? 

A That is correct. 

0 From the time that you were assigned as the 
Chief staff Examiner to conduct an inspection of the books 
and records of Weis Securities in April of 1972 until 
the Exchange staff concluded its audit function or examina¬ 
tion, how many staff members of the Exchange participated 
in the review of Weis' books and records? 

A To the best of my recollection, probably as 

"any as 30 different staff members. This is not to mean 
that there was continuous participation, some individuals 
may have participated for a very short period of time. 

Other individuals' participation was generally for the 

whole period, while some may have been for a limited period 
of a v/eek or two. 

* & 

Q And these people reported to you? 

A That is correct. 

0 And you, in turn, reported your findings to Mr. 
Pape and Mr. Nelson? 

A Yes. 

0 And to Mr. Shields? 

• A I would say primarily to Mr. Shield, and seconder- 
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ily to Mr. Pape and Mr. Nelson. 

Q Mr. Womack, I suppose this is true, and perhaps 
you can confirm it for us, if a brokerage firm continues 
to lose in its operations substantial quantities of money 
on a profit and loss basis, that that affects its capital 
ratio adversely? 

A Yes. 

0 And as it loses more money it becomes imperative 
for it to find additional capital, or otherwise depending 
on its situation, it would exceed the 1500 per cent 
aggregate indebtedness ratio required by Rule 325? 

A Yes, it would, through a continual loss. Of 
course, it would have to be related to the base amount of 
net capital that the firm has, but that is correct. 

0 And I take it that in the course of your duties 
it has cone to your attention in the period of late 1972 

and early 1973 that this was generally a distress period 

% 

on Wall Street? 

MR. PUTZELL: I object to this line of question¬ 
ing. I think it's totally irrelevant to the issues before 
the Court. 

THE COURT: I am inclined to agree with that. 

I think that vou are entitled, Mr. Kramer, to probe 
.to sec what was done and what the relationship was as 
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to the SEC. But what the status of the market was I 
don t think has any relationship to the problem. 

MR. KRAMER: If your Honor please, I am 
trying to demonstrate that because Wall Street was in a 
chaotic state that the Department of Member Firms of the 
New York Stock Exchange and the SEC were really engaged 
in on-going surveillance of member firms which wereon the 
brink, as it were. 


THE COURT: All right. You may proceed. 

A I would have to answer the question yes. 

THE COURT: Read thequestion again. 

(Ouestion read.) 

A May I qualify that answer. I thought that you 
had referred to profitability but in the question being 
read back it did not contain that word. It was a very 
unprofitable period generally. 

0 And there were a number of member firms that 

% 

were in capital difficulty during that period? 

A Yes, from time to time. 

Q Mr. Womack, there has been some testimony here 
that Mr. Lynn, the acting controller of Weis Securities, 
first approached you in early May of 1973 and discussed 
with you some improper entries that had been made by 
you him or under him on the boohs and records of Weis 
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9 


Securities? 


A I think it's incorrect that he discussed it with 
Me. At a point in time he did appear at the Exchange 
and make a statement. When that statement was made some 
of these things were brought out. lie did not discuss them 
with me prior to that time. 

Q There has been introduced in evidence earlier 
at this hearing a memo from Mr. Shields dated May 9, 

1973, and I will quote from that memo: 

"Jack Womack has reported that Bob Lynn, 
the present controller of the firm, told him 
yesterday that Joel Kubie had left the firm because 
there was no place left to hide the figures and 
that 'they, the firm., had determined to use the 
bank loans to hide the unrecorded expense s.' 

Bob made an additional statement that he had told 

Sol Leit they did not intend to go to jail and would 

% 

cooperate fully with the Exchange Examiners." 

Does that file memorandum of Mr. Shields refresh 

« 

your recollection concerning the conversation referred to? 

A Yes, it does. There was so much going on there 
that when you say "discussed" I didn't recognize it by 
narrowing down any specific instance. Of course, there 
was. the $2,000,000 bank loan which we felt was improper 
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and a million and a half dollar bank note reduction which 
we felt was improper. 

Obviously we did discuss these items but not 
in the context that they had anycriminal intent because 
ve didn't get into that whatsoever. 

Q Don't anticipate me, please, Mr. Womack. 

1 dldn,t 33k y ° U that <I ue «i°n. I am trying to determine 
what conversations you had with Mr. Lynn on or before the 
^ate of this memorandum. 

I take it from your previous answer that at that 
point the Exchange Examiners at Weis had come across the 
question of the 1-1/2 million and 2 million dollars in 
entries on the Weis books and records? 

A Yes. 


Q _And you had questioned Mr. Lynn about those 
entries? 

A *Yes. 


0 

involved 


Can you tell the Court in a general way what was 
in the two particular entries and why you concluded 


that there v/ere improper entries? 


A We had determined that entries had been put 
through and recorded on the books and had made an effort 
to obtain the actual entry itself and were unsuccessful in 
obtaining that'entry. The effect of the entries that were 
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put through reduced the bank loan in the first instance, 
beginning in February, by a million and a half dollars 
and increased various income accounts and reduced various 
expense accounts. 


9 

10 

11 

12 

13 

14 

15 

16 

17 
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Q And the $2 millicnentry? 

A The $2 million substantially having the same 
effect but prior to its entry the million and a half 
previous entry had been reversed. 

Q But. the net effect of the $2 million entry 

was merely to increase the amount of the error reflected 

% 

in the million and a half entry? 

A By $500,000. 

Q And I take it that you had determined at that 
point ~ this is early in May — that this was a completely 
fictitious bookkeeping entry, that in fact the bank loans 
had not been reduced by a million and a half or $2 million? 

A That is correct. 

0 And you then confronted Mr. Lynn with that con¬ 
clusion on your part? 

A No, not -confronted Mr. Lynn. We recognized or I 
certainly recognized that this was an area that was quite 
serious. As it appeared, it would be serious. My idea 
was not to confront Mr. Lynn or anyone there but to try 
to determine what the effect of this entry as well as the 
ongoing examination -- at that point we would have to 
call them errors, to determine what effect that had on the 
current status of the firm aid its financial position. 

That was utmost in our minds at that particular point. 
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Q Did V° u discuss these two entries which you dis¬ 
covered in the course of your audit examination with 
Mr. Lynn prior to May 9, 1973? 

A Yes. 

Q What did he tell you about those two entries? 

MR. PUTZEL: I am going to object to that on this 
basis: There is no question in the world, and we will 

stipulate to it and we will point the Court’s attention 
to the testimony on the fraudulent bank repayment entries that 
were discovered by the New York Stock Exchange and were the 
subject of testimony by Lynn prior to the time that 
Solomon testified on May 17th. 

In my judgment, the only thing that Mr. Womack 
can do is duplicate the evidence that is before the Court in 
the exhibit which is Lynn’s testimony. It seems to me we 

are wasting a lot of time going into what is really undisputed 

in this case. 

% 

The question is essentially whether there were 
legitimate civil objectives that the New York Stock 
Exchange and the SEC had in pursuing these matters, and whether 
they pursued them in the course of that. 

MR. KRAMER; If your Honor please, I think that 
the timing here is quite significant. We have the memor¬ 
andum of Mr. Shields which is already in evidence which 
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discusses the SEC's concern as early as May 11th with possible 
criminal indictments. I am trying to determine when the 
criminal matters first came to the attention of 
anybody in a supervisory or surveillance capacity, either 
at the Exchange or at the Commission. 

THE COURT: All right. But I don't think we need 


to do that. 


If that is the purpose of the question, it seems 
to me that that is a specific question that can be asked 
and you can telescope it by asking him when did he learn 
or ipon his conclusion that it was criminal violation. 

MR. KRAMER: Mr. Womack's function was merely to 
examine the books. He has told us that he discovered this who ly 
fictitious entry some time prior to May 9th and now a 
man who was responsible for having put it on the books was 
ai Weis' premises and had a conversation with Mr. Womack, 

I take it, on May 8th concerning this very matter and I am 

trying to determine what he learned in that, conversation. 

It comes down to that. 

THE COURT: My only problem is that I think 
Mr. Putzel is right. • I don't want the substance of the con¬ 
versation to duplicate what we already know, it seems to 
me what, youvant to find out, and you are entitled to, 

Xb at.;what point, did the New York Stock Exchange learn 
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that them had been some possible criminal infractions. It 
seems to me you can ask him that question right now. 

MR. KRAMER: There is a certain amount of 

fencing going on here. 

MR. PUTZEL: May I add one other thing for 

the record and X don’t want to belabor this but at page 7 of 
Kubie's Stock Exchange testimony of May 10th, 1973 is the 
following exchange with referference to the million and 
a half dollars and the question is by Mr. Womack: 

Q Did Howard Levy have knowledge that you were 
aware of that this entry was put through for a million 
and a half? 

"A I don't know. I really can’t say that. 

"Q So as far as you know yourself Sol Leit, 

Arthur Levine, and Bob Lynn had knowledge of that particular 
entry? 

A And Alan Solomon. 

% 

Q And Alan Solomon." 

The million and a half dollars was discussed in 
that May 10 interview with Kubie. We would be willing to 
stipulate that at that point the essential fraudulent 
nature of the million and ahalf dollars was known to the 
Stock Exchange and that there was testimony to that 
.effect on May 10th. 
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MR. KRAMER: it was known before then'. 

THE COURT: This conversation that Womack had, 

I would proceed on that. 

MR. PUTZEL: I dorft understand why that is 
necessarily relevant, your Honor. 

THE COURT: I think the relevance of it, from 
Mr. Kramer's point of view, is that he wants to get on the 
record the earliest date that the New York Stock Exchange 
reached the conclusion or realized that some criminal 
violations had occurred and based upon that to seek to show 
that they were operating jointly with the SEC. That is I 

what his purpose is. That is what the whole point is. 

That is why we are here. 

MR. PUTZEL! I know, your Honor, but it seems to 
me that if he establishes at any time prior to the time 
testifies that there was suspicion of criminal 
• '.ivity he has made his point for whatever it is worth 
and I think we will contend it is not worth very much. 

But I agree he has a right to make it. it is beyond 
any doubt at all — 

THE COURT: I tyink that by arguing about it we haje 

wasted more time than by allowing him to get it out. 1 

Let us proceed. 

Q Mr. Womack, leaving aside now your conversation 
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with Mr. Lynn on May 8th, when for the first time did you 

run across the fraudulent entries in the books and records 
of WEis Securities? 

A Very shortly after the examination began on April 
13th. That was a Friday. I would say the following Monday 
or Tuesday we determined very quickly the effect of the 
entries as they were recorded on the books, the $2 million. 
We tried to obtain documentation, the actual entry itself. 

As soon as we recognized and saw the effect of this entry 
I think everyone involved knew that there had to be -- 
Q Fraud, say it? 

A Yes, fraud. But our primary concern was to try 
to superimpose that on the capital position that we were 

trying to determine and come up with a true financial status 
of the firm. 

Q How soon after the commencement of your examination 
on April 13th did you determine that these two particular 
entries which reduced bank loans when the bank loans in 
fact had not been reduced out in the real world did you 
dissover the fictitious nature of these entries? 

A I would say the $2 million entry possibly Monday 
after the examination begaon on the previous Friday no 
later than Tuesday, and the million and a half dollar 
egtry, the effect of the million and a half dollar entry 
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that had been made previous to that was probably known 


on the latter part of that week, 


Which would be about by April 20th? 


Yes. 


You reported these facts to Mr. Shields? 


Yes. 


Did you, while you were on the premises of 


WEis Securities, try to determine who was responsible for the 


making of those two fictitious entries? 

A Yes, we did by trying to get the documentation 


and the record itself. But we avoided trying to interro¬ 


gate individuals or interrogative techniques. We were 


trying to obtain the books and records, the records them¬ 


selves . 


Q And the interrogation then, if I understand you. 


of the particular people who were responsible for making 


those entries commenced some time early in May? 


That is correct. 


And at that point, you zeroed in on Mr, Lynn as 


being the person who had knowledge of and was responsible 


for making actually entries, fictitious entries, on Weis' 


books and records? 


These came out as a result of his statement to me. 


- . 4 .* ,**. 


His statement to you on May 8th? 


% 
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A I don't remember the date specifically. Par¬ 
ticularly the part of the statement that he had spoken to 
Mr. Leit and had advised him that he didn't plan to go 
to jail. 

Q But in this memorandum that I rsad you of Mr. 
Shields which states in effect the conversation took place 
on May 8th refreshes your recollection? That was the 

first time you heard from Mr. Lynn about the talk about not 
going to jail and that he was responsible for writing those 
fictitious entries on Weiss' books and records? 

A That is correct. 

MR.KRAMER: No further questions. 

CROSS EXAMINATION 
BY MR. PUTZEL: 

Q Mr. Womack, I will be very brief. 

As a principal examiner for the New York Stock 

Exchange you are charged with the various responsibilities 

* 

which you outlined to Mr. Kramer, is that correct? 

A Yes. 

Q You mentioned that some of the responsibilities 
that you were charged with, some of your investigative 
objectives are measured by rules of the Securities and 
Exchange Commission, is that right? 

A Yes .* 
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Q Is that because of the fact that the New York 
Stock Exchange and the SEC have parallel powers and parallel 
rules that guide the prosecution or the investigation of certjain 
firms in a financial condition? 

MR. KRAMER: I object to the form and the purpose 
of the question. In fact, the relationship of the New 
York aock Exchange and the SEC in matters related to net 
capital reporting and net capital compliance are the 
subject of extensive statutory provisions and extensive 
regulatory provisions. It is a matter of law which your 
Honor can consider at the appropriate time. 

MR. PUTZEL: I think the Court has considered 
it already. 


I have no further questions. 

THE COURT: Thank you, Mr Womack. 

(Witness excused.) 

THE COURT: Call your next witness, Mr. Kramer. 
MR. KRAMER: Mr. Nelson. 
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STUART K. NELSON, called as a witness 
on behalf of the defendant, having been first 
duly sworn, testified as follows: 

DIRECT EXAMINATION 
BY MR. KRAMER: 

Q Mr. Nelson, you were employed by the New York 
Stock Exchange until quite recently? 

A That is correct. 

Q In what capacity? 

A I was assistant vice president for tf">. Department 

of Member Firms in charge of two areas, the enforcement 
area and the liquidation area. 

Q How long had you held that position? 

A I joined the Exchange on September 24, 1970 and 

departed therefrom on April 1st of this year. 

Q What has been your experience prior to joining 
the Exchange? 

A I had worked for law firms and corporatioas in 
the securities business. 

Q I take it you never worked for the SEC? 

A No, I did not. 

Q But you are an attorney? 

A Yes, I am an attorney. 

* Q When were you admitted? 
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A Ivas admitted April 1, 1957, I believe. 

Q Mr. Nelson, what were your duties and respon¬ 
sibilities as assistant vice president of the New York 
Stock Exchange in charge of enforcement activities, that 
part of your duties? 

A Together with my staff, to investigate any 
violations of the New York Stock Exchange constituion and 
rules and any wilful violations of the Securities and 
Exchange Act of 1934. 

0 Wow large a staff did you have reporting to you 

to enable you to faithfully perform that function? 

A It varied from the time I started with the 

Exchange. I would guess about 14 people to the time I left 
the Exchange, I would guess about 20 to 24 people. 

0 And those people in 1973, which is the 
critical time with which we are concerned, were for the 
most part lawyers? 

A Yes. 

Q And I take it also that the staff of Exchange 
examiners were also available to you to assist you in 
your enforcement funotion? 

A Yes. 

0 Although they didn't report to you directly 
ypu could call.upon them in specific instances when 


(OUT HI RK OISTRICT COURT REPORTERS US COURTHOUSE 









140a 


110 

jqbr 12 Nelson-direct 

a suspected violation was being investied? 

A Yes. 

Q We have heard Mr. Womack testify that there 
were between 65 and 73 Exchange examiners engaged in the 
surveillance of member firm capital compliance. Does 
that accord with your recollection of the facts? 

t Yes, that would accord with my recollection. 

Q Mr. Nelson, coming to the WEis Securities 
matter, were you yourself involved in the investigation of 
what can properly be characterized as the bookkeeping 
frauds that were discovered by the Exchange? 

A I was supervising this investigation and I super 

vised all investigations taking part on behalf of the 
Exchange at the time. The word that is confusing me is 
the word involved. 

0 You were overseeing or were the overseer of this 
investigation? 

A Yes, I was. 

Q And in fact you were the person who would have 
to give instructions to initiate the investigation? 

A Not necessarily. 

Q How was this investigation initiated, if you 

recall? 

.. A < I am-not sure if it was called to my attention 
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by Mr. Biship who was my supervisor or whether it came 
to my attention from the examiners or Coordinators 
Division of our department. 

There maybe some meoranda that indicate how 
it was referred to my attention. 

Q Let us see if I can refresh your recollection 
from some other evidence that has been adduced during the 
course of this hearing. 

We know that Mr. Joel Kubie, who is the former 
controller of Weis Securities was first interrogated on the 
record by your department, the Enforcement Division, 
on May 10, 1973. Would that refresh you or give 
you some point of reference as to when the investigation 
itself was initated? 

A Clearly prior to the time Mr. Kubie testified 
because we would have had to arrange to have Mr. 

Kubie come in and testify. I don't know how much prior 
thereto though. 

Q You don't at the present time have any independ¬ 
ent recollection of how many days or weeks prior to the 
Kubie testimony on the record that, the formal investi¬ 
gation by the Exchange was put in the works, as it were? 

A No. 

Q Whether it was a matter of days or weeks you 
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don't, recall? 

A More likely days than weeks. The investigation 
by my department that is. 

Q By the lawyers in your department? 

A Yes. 

Q Mr. Nelson, the function of the sort of investi¬ 
gation which was commenced, the taking of Mr. Kubie's 
testimony on the record on May 10th, is to determine 
whether charges shall be brought again members of the 
New York Stock Exchange and allied members and employees 
of allied members, is that not correct? 

A Yes, that is one of the purposes. 

Q That was the purpose in this case? 

A Yes. 

Q Indeed on the 4th of June 1973 after the Exchange 
had concluded its investigation under your supervision 
memoranda of charqes were filed against five Weis officers 
or employees or ex-employees, is that correct? 

A Yes. 

Q And those five people were Messrs. Leit, Levine, 
Kubie, Lynn and Solomon? 

A Yes. 

I 

. 4 .* /.•* ' * 
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Mn. KRAMER: Now, your Honor, I would like to 
offer in evidence e memorandum of charges against Sol Leit, 
allied member and president of Weis Securities, Inc., 
under the heading of the New York stock Exchanne, 

Department of Enforcement, which is dated dune 4 , 

and is signed by Stuart K. Nelson, assistant vice- 
president. 

MR. PUTZELL: No objection. 

(Defendant's Exhibit L received in 
evidence.) 

BY MR. KRAMER: 

0 Mr. Nelson, we-a substantially the same charges 
Which are set forth in Defendant's Exhibit L in evidence 
set forth in the memoranda of charges which were filed on 
the same date against the other four Weis principals whom 
I have named, as you recall? 

A The charges that the Exchange issued speak for 
themselves. To the best of my recollection. I „ ou i d think 
they are basically similar charges. 

0 And those, as you sav, were the end product of 

the investigation which commenced some time prior to May 
10 , 1973 ? 

A Yes. 

“ ' MR: KRAMER: No further Questions. 
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CROSS EXAMINATION 
BY MR. PUTZELL: 

Q Mr. Nelson, you testified that one of the 
purposes of the enforcement proceedings was to brino 
charges. 

Will you tell us what the other purposes were? 

A To determine where there were no violations, 

not to bring charges. 

Q And I assume that another purpose was to carry 
out the functions of the Exchange in supervising the net 
capital situation at Weis and to determine whether it wag 
sufficiently liquid to continue in business, isn't that 
correct? 

A Yes. 

MR. PUTZF.LL: No further questions. 

REDIRECT EXAMINATION 
BY MR. KRAMER: 

Q Well, you knew at the time that this investigatioi 
was begun, Mr. Nelson, that there was a serious situation 
of fraud. 

You heard Mr. Womack testify, and you knew that 
before this investigation was undertaken that there were 
fraudulent entries on the books and records of Weis 


Securities? 
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A Listening to Hr. Womack, sitting as a spectator 
I heard his testimony to that effect. To the best of my 
recollection, the answer to your question would be ves. 

0 All right. 

A In other words, that there were allegations of 
fraud, of bookkeeping violations and fraudulent book¬ 
keeping violations were being investigated. 

0 That was the purpose of this investigation, 
not to determine whether — 


A No, another purpose of this investigation was to 
determine the amount of capital in that firm. in other 
words, we had the obligation — not the obligation, but 
there was an obligation with respect to customers. The 
Exchange supervises the net capital rule, and one of the 
things, there were allegations that the figures we had seen 
were not accurate figures, and we were trying to determine 
v/hat the accurate figures were. 

Q All right, I am not going to argue the point any 
further, Mr. Nelson. The point that I have been seeking — 

A Mr. Kramer, all I am suggesting is that there 
was in addition to investigating to determine whether or not 
there were violations, and if there were violations, the 
severity, and to determine whether or not charges should 
be issued. Another reason we were investigating the 
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situation was to determine what the financial structure of 
Weis Securities was at that time. 

Q And those two purposes were not in conflict? 

A Not at all. 

THE COURT: All right, thank you, Mr. Nelson. 

THE WITNESS: Thank you. 

(Witness excused.) 

MR. PUTZLLL : Your Honor, I should place on the 
record that Mr. Kramer has been cordial enough to accom¬ 
modate the schedules of some witnesses, notably, Mr. 

Moran, the Regional Director of the SEC, who can be here 
at 11.30, and Mr. James Schreiber, who has recently left 
our office and is now in private practice, and will be here 
at 12, and I would ask that in the event there is a 
problem, we can interrupt whoever is on the stand so we 
can take those individuals in that order if it is con¬ 
venient . 

THE COURT: Is that agreeable to you? 

MR. KRAMER: I have no objection to that, sir. 


MR. PUTZELL: Thank you very much. 














147a 


JEFFREY S. I10RRIS0N, called as a witness 
on behalf of the defendant, beinq first duly 
sworn, testified as follows: 

MR. KRAMER: Mr. Putzell, may I at this time 
call on the government to produce the order of investigation 
entered by the SEC, according to the prior testimony, 
on May 15, 1973, together with any supporting memoranda 
submitted at the time that that order was issued? 

MR. PUTZELL: I understand it is in the witness 
room. I will get it. 

May we have this marked for identification. 

I don't care which side — well, it is your witness. 

Go ahead and mark it as a defendant's exhibit. 

(Defendant's Exhibit M marked for 
identification.) 


MR. KiyrnER: May I have just a moment, your 


Honor? 


THE COURT: Yes. 

MR.. PUTZELL: While Mr. Kramer is looking at 

that, I also have here and I would think we should mark, 

I believe, as a Court’s exhibit, since they are court 
documents, copies of the complaint signed by Mr. Morrison 
and the order to show cause which was, 1 believe,signed 
by Judge Curfein dated May 24, 1973, which are court 
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documents, but which I think should be before this Court 
for the purposes of this hearing. 

THE COURT: All right, 

(Court's Exhibits 1 and 2 marked.) 

MR. KRAMER: Can we offer this in evidence? 

MR. PUTZELL: Sure. 

(Defendant's Exhibit M received in 

evidence.) 

DIRECT EXAMINATION 
BY MR. KRAMER: 

Q Mr. Morrison, Defendant's Exhibit M in evidence, 
the memorandum to the Division of Enforcement from Ilr. 

Moran, dated flay 14, 1973, which supported the issuance 
of an order on May 14, 1973, directing the private intesti- 
gation in the Weis Securities matter, has been obtained from 
the United States.Attorney. I take it you are familiar 
with the contents of these documents? 

A Yes, sir, I am. 

Q Mr. Morrison, had you any connection at all v/ith 
the Weis Securities matter prior to the date, flay 14? 

A Yes, sir/’ I had. 

Q What was the extent of your involvement? 

A * I was the Senior Examiner who was assigned to 
thq matter by the Commission. 
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2 

Q 

I would like to find out what your job is and 

3 

what it 

was in May of 1973? 

4 

A 

In May of 1973 essentially my job was one of 

5 

interpreting the data which came in. I was the financial 

6 

man, so 

to speak, in the investigation. My job was to 

7 

examine 

the financial documents, the accounting documents. 

8 

and interpret those through the attorneys on the staff. 

9 

Q 

You are an accountant by training? 

10 

A 

Ye3, sir, I am. 

11 

0 

How long have you been an employee of the SFC’ 

12 

A 

m 

Approximately two and a half years. 

13 

Q 

And prior to that time? 

14 

A 

I was with the New York Stock Exchange. 

15 

0 

And you were a staff Examiner at the Hew York 

16 

Stock exchange? 

17 

A 

Yes, sir, I was. 

18 

0 

Performing the same sort of functions as Mr. 

19 

Womack performs for the New York Stock exchange? 

20 

A 

Essentially the same. 

21 

0 

How long had you had that job? 

22 

A 

Approximately two and a half years. 

23 

0 

Now, when did you first become aware of the 

24 

Wets Securities matter and when were you first assigned 

25 

tp work on the - case? 
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A Well, in answer to your first question, I 
don't know specifically when I was assigned. I first .became 
are of the situation on April 27, a Friday afternoon. 

Q And how did you become aware of it? 

A Bill Nortman, who was the Assistant Regional 
Administrator, called me into his office and essentially 
advised me of a phone call which he had received from our 
Washington office, and he asked me my opinion on certain 
situations involving what the actual phone call had meant 
from Washington. 

Q Give us the conversation as best you recall it. 

A He asked me what the 1400 per cent ratio meant, 
and he — 


0 What did he say to you? He reported on the 
conversation he had gotten from Mr. Finnegan in Washington, 
was it? 


A Yes. 

V 

Q Just go through the conversation. Assume we 
know nothing about the matter. 

A Mr. Nortman had indicated to me that he had 

received a phone call from Mr. Finnegan in Washington advis¬ 
ing him that Weis had reported through the Hew York Stock 
Fxchange that their capital ratio was approximately 1400 
per cent. 
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Mr. Nortman had asked me essentiallv v/hat the 
1400 per cent represented and what effect, if any, did 

that have on the ability of the firm to meet its current 
obligations. 

Q What did you teil him? 

A I told him that the 1400 per cent was within 
the guidelines of the 15-to-l ratio. However, it affected 
two other New York Stock Exchange rules, specifically, 
the expansion and reduction ratios which were 12-to-l and 
10-to-l respectively. 

Q Were you given any duties in connection with 
the Weis matter at that time? 

A Ho, sir, I was not. 

MR. KRAMER: Would your Honor excuse me for 
just a moment? A document has just come down from the 


office. 


THE COURT: Yes. 


BY MR. KRAMER: 


Q Following this initial conversation with Mr. 
Nortman, v/hat was your next contact with the matter? 

♦ 

A I would assume approximately a v/eek or ten days 
after this, v/hich would put us around the 9th or 10th of 
May, I believe, at this point the New York office had 
•received, I assume, information to the effect that the 
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financial condition of Weis was deteriorating, and at 
that point I was assigned to an examination of the firm. 


Q So that was some time about the 7th or Oth of 


May? 


A It may have been later than that, I am not sure. 

Q You have no notes or memoranda indicating when 
you first became involved or what happened following your 
April 27th conversation with Mr. Nortman? 

A I have no notes or diaries to refresh my recol¬ 
lection, I am sorry to say. 

Q Well, in ar.y event, what was the next step that 
you took in connection with your duties on this matter? 

A At thispcrnt essentially nv duties became a 
liaison between the New York Stock Fxchange and the SEC. 

I should hasten to add that at this point I was not spending 
100 per cent of my time on We<j; I still had other matters 
which were deemed critical, so I attended some internal 
meetings at the SEC and I advised them in certain situations 
as to the facts which had been coming in regarding the 
financial condition of the firm. 

Q You were getting some information about the 
Weis condition from people at the Exchange? 

A In some instances I would assume that the 
information whs coming from the Exchange. In other 
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instances I was confronted with numbers and asked to 
analyze them and interpret those numbers. where those 
numbers came from, I don't know. 

0 You said you were acting as the liaison? 

A In some instances. 

0 Did you prepare for the SEC staff members with 
whom you were working any memoranda concerning vour contact 
v/ith Lxchange personnel? 

h Not that I recall. Internal memoranda? 

I don't believe so. 

0 Do you remember anything that you had been told 
during this week of Hay 7 by Stock Exchange personnel 
concerning the Weis matter? 


A Specifically I recall various things, suchas 
the deteriorating financial condition of the firm; the 
fact that the conditions seemed to be mounting rather than 
abating. With regard to specific disclosures, I have no 
recollection. 



0 No independent rejcqllection? 

A No, sir. 

° Mr * Mor rison, this memorandum which supports 

the issuance of the private order of investigation, and 
is dated May 14 — I am reading from page 4: 

* - "According to information supplied by the 
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♦ 

New York Stock Exchange certain questions ha e arisenwith 
respect to the underlying cause for the relatively sudden 
emergence of the net capital problem at Weis. 

"Specifically, information developed indicates 
that the former comptroller of the firm, Joel Kubie, 

t 

may have deliberately falsified cr doctored the records 
of the firm to understate expense items. 

"Tt further appears that this practice may have 
been extant from at least 1972 through March, 1973, and 
that three officers of the firm in addition to Kubie may 
have deliberately and knowingly falsified the records in 
question. 

"The firm's expenses may have been understated 
by at least 2-1/2 million dollars." 

Now, with reference to that memorandum, I will 
ask you whether anv of the obligations which I have just 
read were based on information which you had obtained 
from New York Stock Exchange personnel? 

A I may have. 

•#> 

O But you don't have anv independent recollection? 

A At this point you must understand information 

was coming in to not only myself but in to Mr. Nortman, 

Mr. Mandel and Mr. Tucker as well as Mr. Ormstem. 

So, conceivably, the information may have come 
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to them initially, and I became aware of it through them. 

Q May 14 was a Monday, according to my calendar 
for 1973. 

A Okay. 

Q Did you see this document while it was in the 
process of preparation? 

A I don't believe I did, no. 

0 Did you see any prior drafts of it before it was 

completed? 


A It would normally be in the purview of my 
responsibilities to see a legal document such as this which 
was prepared. I may have had some discussions as to the 
contents of it subsequently or prior to it, but I certainly 
don't recall seeing it before it was prepared. 

0 Ordinarily you would but in this instance vou 
don't recall? 

A Ho, ordinarily I would not. 

0 You were not, excuse me. 

A That is right. 

Q Mr. Morrison, Court's Exhibit 2, which is the 
order to show cause and temporary restraining order in 
the civil action brought by the SEC against Weis Securities 
and the five defendants in this criminal case to obtain 
tne appointment of a temporary receiver for Weis , and 
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there is annexed to that order to show cause your affidavit. 

That affidavit states that on May 16, 1973, 
you visited the premises of Weis Securities. 

Do you recall that visit? 

A Yes, sir, I do. 

Q And what was the occasion for the visit? 

A The occasion of the visit, as I recall, was, 

Mr. Mandel, I and Mr. Tucker visited the firm to review 
the financial papers v/hich had been in the process of 
being prepared, revised and updated bv Mr. Womack and the 
staff asuell as to serve a subpoena, if I am not mistaken. 

I believe we did on the 16th. 

Q You served a subpoena on Mr. Womack? 

A No, we did not. We served a subpoena on Mr. 

Duck, the secretary of the Mew York Stock Exchange. 

Q On Mr.. Womack? 

A Ho, I believe we may have had our copv, but, as 
a matter of fact, we did not give it to Mr. Womack; we 
gave it to Mr. Pape. 

0 There has been testimony by Mr. Pape that Mr. 
Tucker and fir. Mandel came to his office at the New York 
Stock Exchange on Mav 16 and delivered a subpoena calling 
for the production of all of the New York Stock Exchange 
records relating to the Weis investigation. That subpoena 
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is in evidence. 

Now, I am trying to determine whether you went 
first to the Weis Securities offices and then to the 
Exchange or vice versa? 

A Actually, Mr. Kramer, there were three steps 
involved, the first step being the stop at 11 Wall Street 
where Mr. buck's office is; then proceeding south we went 
to Weis Securities, and we stopped off there. 

Thirdly, I believe we walked over to Water Street 
and I think showed Mr. Pape a copy, our copy, a carbon copy 
of the subpoena. 


I believe that is the chronology of what oc¬ 


curred . 


0 Now, you started from the SEC offices across the 


A We walked, that is correct. 

0 And when did you start? 

A I am not sure whether it was in the morning or 
the afternoon, sir. 

Q And the stop at Mr. Luck's office was just for 
a few minutes to leave a copy cf the subpoena? 

A It was merely to drop the subpoena off, that is 
correct. 


0 The next stop was the V.'eis Securities offices 
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at 17 Battery Place North? 


A 

That is correct. 


Q 

And you went up to what floor in the building? 

A 

I believe it was the sixth floor; whichever 

floor the Exchange Examiners were occupying is where we 

went. 



Q 

And you went to visit with the Exchange 

Examiners? 

A 

Yes, we did. 


Q 

And how long did your visit take? 

* 

A 

I would say a half-hour at the most. 


Q 

And did you get any records from them at 

the 

time? 



A 

No, we did not; not at the time. 


Q 

You had a discussion with Mr. Womack? 


A 

Yes, we did. 


Q 

And did he fill you in in a general way as to 

where he 

was in his investigation and what had been 

developed? 

A 

Yes, he did. 


Q 

He updated the information which you had 

already 

received 

as reflected in Defendant's Exhibit M? 


A 

By the 16th we were requesting information from 

the Commission and from the firm on a daily basis. 


Q 

From the Exchange? 


' .«•••. A 

That is correct. 



• 
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Q And from the firm on a daily basis? 

A From the firm, meaning the Exchange Examiners, 

not from the firm direct. 

0 Did you or Mr. Mandel or Mr. Tucker, if you know 
make a memorandum of what you were told at your May 16th 
meeting with Mr. Womack? 

I 

A I did not. Whether they did or did not, I 
don't know. 

0 Do you have any independent recollection of v/hat 
was said during the course of that meeting? 

A I really don't. 

I recall that fir. Womack indicated the situation 
seemed to be worsening, and he indica*- d that certain items 
in the Woodwork schedules which had been turned over to the 
Exchange had been verified, and he - "he" meaning his 
Examiners - were proceeding to verifv those positions. 

That was our main concern. 

Esentially our visit was to ascertain what the 
financial condition of the firm was. So we were satisfied 
in learning some of the items in the Woodwork schedule had 
been verified. 

Q I am sorry, I don't know what you moan when you 
say that some of the items in the Woodwork schedule had 

*7 

Jpeen .verified. Can you clarify that? 


trtuTMPRM DISTRICT COURT REPORTERS U.». COURTMOUte 




1 


1 

2 

3 

4 

5 

6 

7 

8 
9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 
21 
22 

23 

24 

25 


160a 


130 

lpl8 Morrison-direct 

A The Woodwork schedules were those schedules which 
essentially were the firm's second set of books. They 
represented the true situation regarding the firm's 
profit and loss and the firm's financial condition. 

Thor® documents, as I understand it, were turned over to 
Mr. Womack or one of the Examiners, or one of the staff 
members of the New York Stock Exchange. 

Q Had been turned over to him prior to the May 
16th meeting? 

A That is correct. 

0 Had you seen them prior to the May 16th meeting? 

A I don't believe I had. Thij is the first time, 

o And had you discussed their contents, or were 
you aware of their existence prior to May 16? 


A I believe I was ware of their existence. 

I had not seen them. 

Q Had you discussed in a general way what was 
on the Woodwork schedule with anybody in the Exchange 
prior to your May 16th visit? 

A I believe I did. 

Q And, indeed, that is the basis for the general 
allegations that I have read to you from Defendant's Exhibit 
M, the conversations of this nature which vou had had with 
■Mr. Womack abbut the existence of a Woodwork schedule? 
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A I would think that is accurate. 

Q Did you discuss with Mr. Womack during your Mav 

16th meeting the two fictitous bank loan entries, the one 
in February for a million and a half dollars, and the one 
in March for two million dollars? 

A We may h'-ve, sir. 

0 You were aware of them at that point? 

A I was certainly aware of them; I was certainly 
aware of the fact that they were the main contributory 
factor to the false bookkeeping, but I do not believe that 
either of those two items were on the Woodwork schedule. 

Q Well, that is what I am getting at: this 
v/as another area of knowledge that vou had come into 
possession of at or prior to your May 16th meeting; that 
is correct, isn't it? 

A Yes, it is. 

0 Now, do you recall how that information was 
first conveyed to you? 

A That information came to me from another member 
of the staff of the Commission. Just who, I don't recall. 

0 Can you narrow the field? 

* 

A I can narrow the field. I am sure it won't 

help. I can narrow the field. Tucker, Mandel, Nortman 
or- Ormsten. * * 
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Q Do you know how they came into possession of 
this knowledge? 

A I do not, sir. 

& 

Q Nor are there any memoranda or notes or records 
of the Exchange which would reflect that? 

A There may be; they may exist; I haven't seen 

them. 

MR. KRAMER: Mr. Putzell, is the government in 
posession of any such records in response to our subpoena? 

MR. PUTZELL: Wait a minute. We received no 
subpoena as to ary such records. I am not sure that we 
really are obliged to produce internal documents in the 
SEC which relate to it. In any event, it seems to me 
it t' irrelevant. 

MR. KRAMER: Let me for the Court's benefit 
reviev; what the procedural situation is: 

After your Honor had scheduled this hearing 
I served subpoenas on the New York Stock Exchanqe people 
requiring production of the various documents from which 
I have extracted the material that has been offered in 
evidence and from the New York Stock Exchange files. 

I also advised Mr. Putzell that this is what 
I was doing, and I sent him copies of the subpoenas. 

< - I -wrote him a letter saying that I expected the 

SOUTHERN DISTRICT COURT RERORTERS. U S COURTHOUSE 
EOLEY SOlJARE. NEW YORK N Y. CO T-4SS0 


4 


4 











Ip21 


163a 

Morrison-direct 


133 


government to produce at this hearing the SEC files and 
records relating to the preliminary investigation of May, 
and if he had any objection to that procedure he should 

lec me know and I would subpoena the SEC records directly 
if he did. 

Now, I assume fromthe fact that he did not 
respond to that letter that he was willingly, voluntarily 
going to produce those records here. 

If that is not the case we will adjourn and I 
will serve a subpoena. 

MR. PUTZELL: The only part of Mr. Kramer's 

statement that I take issue with is whether we were ever 
asked to produce files and internal documents of the SEC. 

I am looking for the letter right now. I recall 
no such request. I certainly recall no verbal reouest. 

I stated I would be happy to trv and facilitate 
this hearing by producing the witnesses who are necessary. 

Now, insofar as documents and internal memoranda 
of the SEC beating on the preliminary investigation, I 
would vigorously resist any subpoena served on the govern¬ 
ment to that effect,- for a number of reasons, most basically 
that they are internal government memoranda that really are 
not discoverable in this connection. 

* ■' - MR.* KRAMER: Will your Honor hear me — 

SOUTHERN DISTRICT COURT REPORTERS. U S. COURTHOUSE 
WV SQUARE. HEW YORK N.Y. CO 7-4SIO 









164a 


Morrison-direct 


THE COURT: We don't know whether they are 
discoverable or not. The issue in this case or in this 
hearing is to determine the role and relationship between 
the SEC and the New York Stock Exchange in respect to 

investigation and leading up to the testimony of Mr. 

0 

Solomon. It may well be that they have no relevance, 
but I think at the very least v/hat has to be done, if 
anv such documents exist, is to present it to me for some 
sort of determination as to whether they have any rele¬ 
vance rather than determination by one side. I can't 
make a ruling with regard to their relevance without 
being afforded some access to the documents. 

MR. PUTZELL: My point is, your Honor, that 
these are internal government memoranda. 

THE COURT: It may well be that these governmen 

memoranda indicate or do not indicate the question that 
Mr. Kramer is raisinq, and they might indicate the very 
involvement of the New York Stock Exchange as an enforce¬ 
ment arm of the SEC. It could. I don't know. 


ways 


MR. PUTZELL: Let me respond to that in two 


First of all, I have no wish to obstruct these 


proceedings. Quite the contrary. 

4 • ; I had thought that my arrangement with fir. 
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Kramer was designed to facilitate the proceedings, and I, 

quite frankly, don't recall any request for our files 
and documents. 

Secondly, it is going to be a task, I would 
think, of major proportions to try and locate all of -he 
internal SEC files which relate to the genesis of the 
Weis investigation, and I, quite frankly, had not expected 
that that would be a subject for discovery here. 

Now, the other factor, your Honor, is this: 

I will be prepared to stipulate essentially that there 
was free give and take between the Exchange and the SEC, 
as has been developed by testimony so far. 

The essential question is the one that was posed 
in the Court's opinion on the subject, which was whether 
there was a bad faith situation by which the SEC was using 
the Stock Exchange to run around any requirements — well, 
to coerce testimony, effectively. That is the issue in 
this case, and it seems to me that is a much narrower 
issue than the one Mr. Kramer is seeking to explore here 
by looking at these memoranda of documents. 

THE COURT: It may or may not be, that is the only 
problem I have, Mr. Putzell . it could be; it could not 
be. It may be that he is right. 

4 '*■ ; But I think what wc are going to have to do. 
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Mr. Kramer, is see what you can get from the participants. 

MR. KRAMER: Your Honor, I represent to the 

Court that I did make a written request of Mr. Putzell, 
and I do not have a copy of mv letter here, and if he looks 
in his file he will find it -- 

MR. PUTZELL: Look, that is not the point, 

and Mr. Kramer knows it. I am perfectly willing to do 
whatever the Court tells me to do, and — 

THE COURT: I think what we ought to do is pro¬ 
ceed with the witnesses, and when we come to the closing 
of the hearing, if there is any failure of memory and 
things of that kind, things that mav be clouded, we will 
then address ourselves to that question. 

MR. KRAMER: I am having that problem with Mr. 
Morrison now, which is why I thought if there were in 
existence any memoranda, that that would assist him in 
fixing times, places and conversations. 

As he says, two or three weeks prior to the 
application for a temporarv receiver when v;eis was effective 
ly forced out of business, a lot was going on. 

THE COURT: It may well be. 

I understood there are two witnesses who, 
whether they had a greater role in the investigation or 
.not, they were apparently higher up in the hierarchv of 
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Regional Administrator of the SEC in New York 


Q How long have you held that fosition? 

A Acting and Regional Administrator since 


November, 1972. 


Q How long have you been employed by the SEC? 


A 34 years. 


Q How long have you been employed in the New York 


office? 

A Since 1947. 

Q Prior to the time chat you became Regional 
Administrator what was your position? 

A Associate Regional Administrator. 

Q How long did you hold that position? 

A Two years at one point and five years at another 

point. I had left the government at one point when Iwas 

the Associate Regional Administrator. I then came back 
to the government. I held that Associate Regional 
Administrator's job in two different periods. 

0 Wore you the Associate Regional Administrator 
in 19G9 and 1970? 

A I don't think so. I was special counsel. 

0 Special counsel to the SEC? 

• . A Yes, 
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You are familiar with the .- wU atxon which 


A Yes» 

0 And you know that the New York Stock Exchange 

set up a special trust fund to reimburse customers of 
failed • r .nerged member firms? 

A Yes, I am. 

0 You know the payments out of that trust fund aie 

estimated to have exceeded $100,000,000' 

A That is correct. 

Q And it was the crisis which existed in Wall 
Street in 1970 ar.d this huge commitment of the brokerage 
community to the assistance of failed firms which ultimately 
led to the passage of the SIPC legislation, is that 
correct? 

A That among other things. I would say that 
is substantially correct, yes, sir. 

0 Mr. Moran, am I correct in my assumption that 
the SEC was, as a general matter, dissatisfied with the 
kind of surveillance that the Mew York Stock Exchange had 
given to member firm capital compliance in the 1969- 
1970 period? 

A I am not prepared to testify with respect to 
th$ Commission's attitude with respect to satisfaction or 
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non-satisfaction with the overall surveillance. 

Q In any event, following that period did it come 
to pass that the Stock Exchange and the SEC worked out 
different surveillance procedures? 

A I honestly don't have any independent recol¬ 
lection. If you have something to refresh my memory I 
will be glad to try to be more precise. 

Q Do you have some way, some general policy 
directive, from the SEC to the Department of Member Firms 
to keep yourself current on member firm capital compliance? 

A Yes, sir, at the present time there is a system 
in existence. 

Q Was that system in existence in 1973? 

A Yes, sir, I think it was. 

0 And in a general way the SEC either by express 
with the Exchange or otherwise received reports 
from the New York Stock Exchange of member firm capital 
difficulties? 

A That is correct. 

Q What exactly is the policy and how is it im¬ 
plemented? 

A Its done in several ways. If an unusual 
situation occurs, say, this afternoon and its called to 
•the attention-of the Now York Stock Exchange, they might 
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very well call us and say, "Wo have received information 
along these lines which would suggest the ex-firm is 
having financial difficulties." The Exchange also gets 
ouc and sends to us, I believe on a weekly basis, a document 
entitled ‘The Early Warning List" and in that list there 
are a group of house! th*t may be experiencing non¬ 
profitability or the net capital ratios may be getting 
pretty clo^e to the 10-to-l ratio which suggests that if 
the non-profitability continues, they may be running into 
problems of going in excess of 10-to-l which is one of the 
exchange standards for financial integrity and sound¬ 


ness. 


Q And you say that that list is supplied to the 
SEC on a weekly basis? 

A Yes, sir. 

Q In your office? 

A And Washington, D.C. 

Q And you personally reviev; those? 

A I do, sir. 

Q What action, if any, is indicated when a member 

firm appears on that warning list? 

A Well, in most of the cases it's a situation 
that may develop in the future as distinguished from posing 
an instant problem. What I do after T have made a quick 
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review of them, I send them to the two Assistant Regional 
Administrators because in Hew York we have divided the 
brokerage communitv up from A to M for one Assistant and 
M to Z for the other Assistant and so the chap who has A 
to M reviews his group and he may even assign an attorney 
and say that this is a situation that might call for watchinc 
for the future and maybe you ought to check the files 
we have in the office or we can get up in case we have to 
take quick, affirmative action. 

0 Is it fair to say that the primary job of keeping 
track of member firm compliance with the bookkeeping and 
reporting requirements of the SCC, as set forth in the 
Section 17(a) of the 1934 Act and the rules and regulations 
of the Commission, in the first instance devolves upon the 
New York Stock Exchange Department of Member Firms? 

A Yes, sir, that is correct. They are a self- 
regulatory body. 

0 Yes. What does that mean in the context of the 
securities? 

A It means that in the framework of the legislation 
the Exchanges and the NASD, for example, the National 
Association of Securities and Dealers, have obligations 
placed upon them by the Congress of self-disclipining and 
./•emulating their own members. Both of these organizations 


4 
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as v/ell as tne other exchanges throughout the country have 
employees and others who are supposed to do this work. 

Q And to report to the SEC in the event they 
find any net capital violations or any serious bookkeeping 

4■ 

miscalculations? 

A That is correct, sir. « 
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Q That is a statutory duty imposed upon them 

by the Congress? 

A That is correct. 

Q In the event that the New York Stock Exchange 

failed to police itself properly in this fashion the 
SEC lias the right under the statute to suspend' the 
membership from continuing to function or rather the 
Exchange from continuing to function? 

A I don't remember the precise statutory language 
but we do have remedial sanctions we can take to correct 
the situation, correct. 

Q Do you remember, Mr. Moran, when the Weis 

Securities problem was first called to your attention? 

A My best recollection would be the latter part 

# 

of April of 1973. 

Q How did'that come about? Did they appear on 
this early warning list for the first time then? 

A I huvfc no independent recollection of that 

at the moment. If I had the early warning list, in front 

* . • 

of me I could answer your question more precisely. 

I don't know whether I received a phone call or one of my 

assistant regional administrators received a phone call 

from the Exchange indicating that, the Weis organization 

may be having some problems. 

. » • 
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Q Did you assign one of the assistant regional 
administrators to the task of overseeing the Weis 
Securities situation? 

A Yes, sir, Mr.William Nortman. 

0 That is because he handled the M to S? 

A Yes. 

Q There came a time after this first advice to 
you at the end of April of 1973 that you personally were 

^e — e that there were serious and possibly 

criminal violations in the way that the Weis books and 
recofds had been kept? 

A * Yes, sir. 

Q When did that first occur? 

A Some time in the early part of May. i don't 
remember the precise date, May 12, 13th or thereabouts. 

Q How did you learn of this? 

A My best recollection now - do you have any 
memorandums? 

0 Yes. 

a My best recollection is that an attorney by the 
name of Milton Gould appeared in my office with a chap 
name rthur Goldman who was formerly an employee of the 
SKC a..., Who was internal general counsel or somethin, for 
the,wgis organization and they related a series of their 


90UTMCRW OllTR,CT COURT RCPORTIR*. H I. COURTMOU9E 
PCItlr tOUARC Mf » YORK. N r CO 7- 4 9 to 






178a 


^ br 3 Moran-direct ^ 48 

findings to us that afternoon. 

May I look at this, sir? 

Q Yes. 

A Yes, this is a document where I can see my hand¬ 
writing or my insertions here. That would be May J4th, 
the draft says here. This does refresh my recollection 
that Mr. Goldman came in to see us. 

Q Apparently the revelations that Mr. Gould 
made to you at that time were sufficiently serious and 
alerted the Commission to possible criminal violations 
so that you immediately considered the possibility 
of heaving a grand jury convened and instituting a criminal 
investigation, is that correct? 

A No, I wouldn't put it quite in that ordtr. 

I would put it in the order that a serious situation 
like this suggested that we should pay close attention 
to all of the remedial sanctions that Congress gave us, 
namely an administrative action if that, were appropriate 
or an injunction suit where you would stop the violations 
from continuing and if serious enough, recommending 
an action to the Department of Justice and the United 
States Attorney's office. 

Q that was one of the things that was mentioned 
x/> the memorandum that you have before you as an option 


SOUTHtRN OlilHiCT COURT REPORTERS, U S COURTHOUSt 











179a 


* Moran-direct 149 

that you had under serious consideration as early as 
May 14th? 

MR. PUTZEL: You might give him the May 15th 
memorandum. 

There is a reference in one of the memoranda 
which I have provided Mr. Kramer to a possible convening 
of a federal grand jury. I think it is in the May 15th 
memorandum. I will be happy to point it out. 

Page 4, is this your handwriting? 

THE WITNESS: Yes, sir. What you say is cor¬ 
rect. 

On Page 4, I say — 

Q Excuse me just a second. 

I don't think we have identified that memorand¬ 
um or the author of that memorandum. I take it you are 
prepared to assume responsibility for it now? 

A Yes, although I don't see my name on the bot¬ 
tom of it, it would look as though I wrote this. 

Certainly the corrections in here are my handwriting. 

That is definite. It sounds like me. 

i 

Q Fine, 

Please go ahead. 

4 

A This is a document of May 15, 1973 M i," 
meaning Moran. M reported the substance of the Gould 
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meeting to Herb Pollack, he being the head of the Enforce¬ 
ment Department in Washington, D.C. and Barney Woodside, 
the chairman of S.I.P.C. at the time. My own thoughts 
in the matter are that if these violations are as serious ' 
as would appear on the surface we should be thinkinq of 
having a grand jury investigate into this natter and 
Herb Polhck agreed with this approach. Accordingly — 
and I had this stricken out — after we get somewhat 
further into this picture and he was to get. more defin¬ 
itive facts concerned with falsification and the people 
involved we should call the U.S. Attorney's office and 
advise them of what we have and the need for a grand jury 


approach. 


I don't know where these other things I have 


written here fit in there. 

Q That is sufficient, thank you, Mr. Moran. 

At the time that the indictments were returned 
in the Weis Securities matter, the indictment, in July of 
1973, it was reported in the newspapers that this was 
the first time that there had been criminal charges by the 
government against any member firm officers in connection 
with the keeping of false books and records, do you recall 


that? 


A I ddn't, sir. 
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A Is that tiie fact? 

A I am not so sure I can answer the question .' 
because I am sure that this was not the first criminal 
case involvinq a brokerage firm where there were false 
books and records. it may be the first case of a firm 
the size of ,/eis or the importance of Weis. 

o Are you aware. Mr. Moran, in the course of 

your vast experience at the SEC, can you name another 

criminal case which as brought, against a New fork stock 

Exchange member firm for violations of Secton of i 7A of 

the Exchange Act of 1934 t-ho f.i 

the false record keeping? 

MR. PUTZEL: Objection. 

THE COURT: Sustained. 

MR.KRAMER: Your Honor, if i may just indicate 

to you, l think this is important, it goes to the question 
of whether or no* Mr. Solomon at the time that he was 

called to testify before the department for member firms 

had any reason to believe that th«»-« 

6 tnat there w ^s a criminal case 

in the background? 

MR. PUTS El,: Your Honor, I don't think that that 
can conceivably be relevant. 

THE court;: „r. Kramer, I don't see the relevance 
of that at all. I think that the issue of whether or 
not he was awa t „ of it or had reason to believe that the 
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• over accrued to Increase net income and net capital and indicated 
that Joel Kubie made these entries. Mr. Lynn also stated for the 
audit in 1972, Mr. Kubic made unauthorized adjustments to the 
auditors work papers to increase the prices cf securities carried 
in the firm's investment accounts. Specific dollar amounts 
are set forth in the transcript for some of the foreeoine 
items. e 


By the end of December 1972, it appears that Weis 

Securities had sustained losses totaling over $5,000,000 

(for the 7 months starting June 1972) of which fiscal* year to 

date losses of only a little over $9,000 had been reported to the 

Exchange. Mr. Lynn indicates that not only were the false P and L 

statements being given to management and incorrect figures being 

£i ven ^-o the New York Stock Exchange but that incorrect figures 

were also being shown to prospective investors. Mr. Lynn has 

indicated that one of the reasons for the continuation of this 

practice was that the firm was attempting to bring about the • 

take-over of Hentz & Co. and Leit wanted the best possible 

financial statements to show Hentz. Mr. Lynn stated that 

from mid 1972 on, Arthur Levine also took part in the discussions 

as to how to misrepresent the firm's profit and loss. Lynn also 

discussed two entries that took place in February and March 

1973, the first for $1.5M and the second for $2M which h 3 d the 

effect of incorrectly reducing bank loans payable and increasing 

profits. Mr. Lynn stated that he, as on past occasions, physically 

put these entries through the firm's books and records on the direct 

orders of Mr. Sol Leit, Arthur Levine, Joel Kubie and another member 

who joined the group, Alan Solomon. 

• • 

Lynn stated another method of increasing earnings was for 
Sol Leit to engage in a practice of selling securities through the 
05 error account without any recording of the cost liability 
created by these sales. He also stated that numerous liabilities 
and expenses were not being booked by the firm which also has 
effect on net capital and income. 

It appears from Mr. Lynn’s testimony that Mr. Joel Kubic 
was not altogether candid with the Exchange when he appeared here 
on May 10 and May 11. Mr. Lynn also indicated that in redeeming 
Mr. Kubie's stock in Weis Securities, he was paid a total of 
appioximately $87,000 for his shares which had a book value of 
approximately $37,000 and that at the time he also had an 
indebtedness to the firm of approximately $10,000. The testimony 
of this interrogation will be ready tomorrow morning. 

CC: Robert M..Bishop Fred Stock Stuart K. Nelson 

. *• William Shields 
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SUBJECT: 


CHARGES AGAINST SOL LEIT, ALLIED MEMBER AND 
PRESIDENT 0? WEIS SECUP.TTTF.fi INC. 


B ACKGROUND OF SOL LEIT 

• • 0 

J* t- S °* Lelt ls A5 years old and married. In January 
19*8, he graduated from New York University with a business* 
degree. After several positions in non-securities related 
fields* Mr. Leit joined Rittmaster, Adelberg & Co. a 
predecessor firm to Weis Securities, Inc. (hereinafter "WSI") 

f ^ , re ^ S ° n ^ tiVe in Au 2 ust « I960. He has continued 
to be ,mplo>cd by JSI and its predecessor firms to date 

becoming an Allied Member of the New York Stock Exchange in 

h * d b - WSI' 8' President and 

BACKGROUND Or TH E PTT>M 

„ 0 ? n June 18 ’ 1965 » Weis ’ Voisin & Cannon, Inc.' 
became a member corporation. WSI has been doing business 
under ics present name since April 9, 1973. wsi's business 
is composed of approximately 757. retail activity and 257 

w*r 3 A? e non b3nkln8 activiCy by volume. WSi carries 

over 43,000 customer accounts. On Knv 30 197 A » ctdp ». 

*a» appointed to liquidate W3I duo to"eve’r.’canUal^d 
bookkeeping deficiencies. . 4 ana 

^ \ 

STATEMENT OF.FACTS AND EXPLANATION 

2k*. ru < On April 12, 1973, Sol Leit and Arthur Levine, 
the Chairman of the Board of WSI, informed the Exchange that 
tn-'ru nay have teen certain bookkeeping inadequacies which may 
have resulted in the understatement of SSI's . losses bv as 
muen as $2.i million over the past several months. Upon being 
urnislicd oltn tn-s information, the Exchange, 33 veil as VC 1 
auuUor, Touche, Ross i. Co., who were likewise advised of the 
problen , conducted a joint investigation in order to discover’ 

recerdi%f'wsi any irre « ularltli;a contained i„ the books and 
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4. As President and Chief Operating Officer of WSI, Mr. 

Lett's responsibilities included supervision and review of all 
operations and financial aspects of WSI. Ir this regard, 

hewes required to attest to the accuracy of the Joint Regulatory 
Report (hereinafter "JRR") and was required to review and approve 
Similar documents predating the JRR. During the periods applicable 
herein, these financial reports were prepared under the supervision 
of Robert K. Lynn, accounting department supervisor, and submitted 

to Mr. Joel Kubie, WSI’s comptroller, prior to being forwarded • 

to Mr. Leit. 



5. Exchange investigation has disclosed that, aa a 

result of false bookkeeping entries and intentional improper 
•calculations and accruals, the figures reported by WSI Oi 
the JRR bore little relation to its true financial condition. 1/ 

6«* Improper adjustments effecting the financial condition 

■ of the firm were accomplished primarily through altering the firm’s 
P & L figures. The figures representing estimated actual loss were 
obtained from schedules prepared periodically by Mr. Lynn for 


'If See Exhibits A-C, Schedules prepared by Robert K. Lynn for the 
periods: May, 1972;.Tune* 1972 through January, 1973; and June, 
1972 through February, 1973, respectively. These schedules may 
contain item3-predating June, 1972 in that they represent a 
running balance of false or improper entries or adjustments 
during the entire period such proceedures were performed. 



\ 










■ 1 

' / 


• / » V , . 


-3- 
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• -* 

Internal use at WSI to determine Its actual financial condition. 
The schedules compare the treatment of particular item 3 by WSI 
for financial reporting purposes and the effect on P & L If the 
actual estimated amounts cf various Income and expenses, as 
well as other Improper adjustments, were reported. A comparison 
of reported to estimated P & L follows: 2/ 


Period 

June, 1972 
through 
January, 1973 

February, 1973 


Reported toss 
$1,174,784 


306,183 


Estimated Actual Loss 
$6,089,332 


870,233 


7, • Mr. Leit caused and/or allowed materially inaccurate 

books and records to be kept, improper accruals and adjustments 
to be made and assets to be improperly valued. False financial 
Statements, drawn from these materially inaccurate books and 
rocords, were used to induce current subordinated lenders to 
extend subordination agreements, obtain new capital and enhance 
merger possibilities. 


Examples of improper adjustments of the P & L 
and assets and false entries reflected on the books of account 
made with the knowledge or assistance of Mr. Leit follow: 

A. Journal entries were posted to the books 
of account indicating reductions of bank 
loans without actually accomplishing these 

• reductions. This procedure was used twice. 

* « 


2_/Sce Exhibits l»-L, Executive Suu-v.aries of Joint Regulatory 
Reports filed by Weis Securities, Inc. for the periods: 
June-Dec ember, 1972, J.iiuuiry-Kchruary, 1973 respectively. 
See Exhibit*. 3. and C. 




I 


-A 


once on February 6, 1973 for $1.5 million 
and once on March 22 - 28, 1973 for a total 
of $2 million; the off-setting entries v/ere 
used to reduce expenses or Increase income. 
3/ The $1.5 million entry was reversed on 
March 21, The $2 million entries were still 
on the books when Exchange Examiners entered 
the firm on April 13, 1973. Copies of the 
Journal entries creating the false financial 
positions were destroyed after they had been 
booked. 
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B. Securities v/ere sold short out of a P & L 
error account referred to as an "05 error 
account" without reflecting the "short" 
position liability on the firm's books. A 
false entry was effected on the books to 
accomplish this by transferring these securities 
from a "transfer" location to the "05 error 
account" on a free basis. 4/ For March, this 
amount was approximately $258,347. 

C. Accrued expenses, including accrued rent in 
the amount of $777,000, were not reflected 

on the books nor were adjustments made to reflect 
this expense thereby artificially reducing 
expenses and aggregate indebtedness by this 
amount. 5/ 


i/Sce Exhibit i**. Analysis of accounts reflecting the $1.5 million 
entry. See Exhibit N., Analysis of accounts reflecting the 
$2 million entries. The false reduction of bank loans in this 
instance was made in four segments on March 22, 26, 27 and 28. 
Sec also Exhibit 0 , a copy of journal entries made on March 
26, 1973 for $600,000. 

4/See Exhibit C„ at page 1, lines 9-13. 

3/Scc Exhibit C, at page 3, line 6. See also ExhibitP» 
Settlement Agreement. 





/ 


D. Five day commission Income on transactions 
effected but not yet settled was improperly 
overheated and no amounts were accrued to 
reflect amounts due to registered represent¬ 
atives. 6./ 

E, Firm proprietary positions were improperly 
valued and securities were purchased with 
the .intent to misstate their value. 

9. Mr. Leit had directed employees of WSI to engage 
in the improper conduct discussed above since mid-1972. Thi9 
conduct resulted in an improper reduction of. expenses and an 
improper increase in income and asset values. As a result 

of the misrepresentation of the P & L and asset figures of WSI, 
the net capital was overstated and the ratio of Aggregate 
Indebtedness to Net Capital was understated. In March, 1973, 
WSI reported a ratio of 1174"',. Tj Exchange Examiners, after 
adjusting for improperly reported items, found USI's ratio for 
March 30, 1973, to be at least 30017. which was far in excess of 
Exchange Rule 325's maximum allowable ratio of 15007.. 8/ 

• • 

10. Mr. Leit also caused WSI to falsely compute the 
Reserve Requirements of Rule 15C-3-3. In this regard, he in¬ 
structed Mr. Lynn to insert on the credit side of the formula 

a false figure for $2,048,789 described as "27-Neuberger credits 1 
in the calculations as of May 4, 1973. 9/ 


6/ See ExhibitC , page 1, line 5-6. 

JJ See Exhibit Q , Executive Summary of Joint Regulatory 
Report filed by Weis Securities, Inc. for the period 
March, 1973'. • 

•J3/ See Exhibit R , Adjusted net capital computation for 
Weis Securities, Inc. for March, 1973, computed by 
Exchange Examiners. 

.9/ Sec Exhibit S, Worksheet for Rule 15C-3-3 computation as of 
May 4, 1973. . 



X 




• 6 * 
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11 . In connection with the Exchange's investigation, 

attempts wore made to contact Mr. Leit on numerous occasions 
during mid-May, 1973, to obtain information. In this regard, 
a letter, dated May 16, 1973, was sent to Mr. Leit and his 
counsel requesting that he appear to testify. 10 / Receipt 
of this letter by Mr. Leit was acknowledged by his counsel. 

On May 22, 1973, Mr. Leit appeared at the Exchange with his 
counsel and he refused to testify and cooperate with the 
Exchange investigation into his activities at WSI until the 
identity of all persons making allegations of wrongdoing on 
the part of Mr. Leit have been disclosed and an opportunity 
to review the specific allegations would be afforded. 11 / 



10 / See Exhibit T, Copy of letter to Sol Leit, dated May 16, 1973. 
11 / See Exhibit U, Excerpt of Transcript 'of Testimony of Sol Leit, 
dated May 22, 1973. 



e*. So1 Lc J t * b V reason of the facts set forth < n 
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Exchange, Inc. Constitution of the New York stock 
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• CHARGE TT 

-i c . So1 Le !* t ’ by reason of the facts set forth in 
the Statement of Facts and Explanation and the Exhibits 

l. C ft rrt d LO J hc 5* ln » en 8*Sed in conduct inconsistent with 
just and equitable principles of trade by causing and/or * 

fa qe 1 ?? Ms m * Tnbor flrm ^P 10 ^ to prepare and submit 
false financial reports to the New York Stock Exchange, 

Inc. and is, therefore, subject to discipline pursuant to 

^oS v ^ri~r 6 of the cor - stituti ° n 

CHARGE TTT - — 

the Statement of^a-ts ^ExoUnati ^ T f °“ h * 
referred to therein; eng c ^“ ltS 

with just and equitable principles of r r,s.T , 
his member firm employer to violate Section 17fal Ll ’/ Ully causi "£ 
the Securities Exchange Act of 1934 c , 

prom,ulgatcd thereunder and is, therefore subject to 
discipline pursuant to Article XTV 1 J ° 

of the Constitution of the New York Stock Exchange, Inc. 

CHARGE IV 

rrSr x s,:; 

net capital i^vi* 

xrTwViow^V L ° " ,ttetplin ' • - 

Stock Exchange , °j nc r ° ,1StUut:i of thv New York . 
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CHARGE V 
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Sol Leit, by reason of the facts set forth In the 
Statement of Facts and Explanation and the Exhibits referred 
to therein, engaged in conduct inconsistent with just and 
equitable principles of trade by causing and/or allowing his 
member firm employer to use false financial statements in 
connection with obtaining extensions of existing subordination 
agreements and/or obtaining new subordination agreements and/or 
enhancing merger possibilities and is, therefore, subject to 
discipline pursuant to Article XIV, Section 6 of the Constitution 
of the New York Stock Exchange, Inc. 

CHARGE VI ’ 

• • 

Sol Leit, by reason of the facts set forth in the 
Statement of Facts and Explanation and the Exhibits referred 
to therein, engaged in conduct inconsistent with just and 
equitable principles of trade by v;illfully causing his member 
firm employer to violate Section 15(c) of the Securities 
Exchange Act cf 1934 and Rule 15C-3-3 promulgated thereunder and 
is, therefore, subject to discipline pursuant to Article XIV, 
Sections 6 and 7 of the Constitution of the New York Stock 
Exchange, Inc. 

CHARGE VII 

Sol Leit, by reason of the facts set forth in the 
Statement of Facts and Explanation and the Exhibits referred 
to therein, failed to testify in connection with an Exchange 
investigacion and is, therefore, subject to discipline pursuant 
to Article XIV, Section 9 of the Constitution of the Now York 
Stock Exchange, Inc. 

CHARGE VIII 


* ^ 

Sol Leit, by reason of the facts set forth in the 

Statement of Facts and Explanation and the Exhibits referred 
to therein, engaged in acts and.a course of conduct resulting 
in a fraud upon the Kow York Stock Exchange, Inc. and/or 
capital contributors of Kois Securities, Inc. and/or customer: 
of Weis Securities, Jnr. and/or creditors of Weis Securities, 
Inc. and is, therefore, subject to discipline pursuant to 
Article XIV, Section 1 of the Constitution of the New York 
Stock Exchange, Inc. 


h.'U't/l 

d 3 to 


* i * * e 

Stuart K. Nelson 
Assistant Vice PrenJ.Jent 
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PARTI 


Fina 


Jfeis H 




&M±2 j± 


This Report covers the period from (MM/OD/YY). ...». 

to (MM/DOW).. 

Number of trade days covered in this Report..... 

• 

* ‘ — . EXECUTIVE SUMMARY . . . _ * 

CAPITAL REQUIREMENTS (See Instruction 4-Parl MID) * _ 

Net capital ((ronfiinm 730).....-.. 

Aggregate indrWedness ijton item COO). 

Ratio ol aggregate indebtedness to net capital. ..... 

Net capital in excess ol 6-2/3% of aggregate indebtedness (s 1500%)*. .V. . 

Net capital in excess of 8*1/3% of aggregate indebtedness 1^00/i)*. •*•••••...... 

Nei capital in excess of 10% of aggregate indebtedness («* 1000%)*. 

Business exp ansion/rcduction ratio (Item C00 divided by item 750; See NYSE Rule 326, 

ASE Rule 471)....... 


O l ?U l 7 l Z l-2 
o I 613 l o; 7 2 


s 

S.243.232 

s 

82.607.971 

% 

894*; • 

s 

3.736.034 

s 

2.359.235 

$_ 

982.435 

y. 

_212_ 



ITuT 



KEY FINANCIAL DATA 

falls to deliver - 30 days and over. 

Fails to receive - 30 days and over. 

Toial market value of actual and comraclual proprietary security commitments, including 
capital demand notes - required collateral (See Instruction, Part III B) 

Long exc.Tpt securities.:. 

Long non-exempt securities..... . .. 

. Short exv.-r.pt securities.. . ... 

Short non-exempt securities . ...’.. • 

Actual operational charges to capital (See Instruction. Part III C) . 

Potential operational charges to capital (from item 2120)... v .. 

Other potential exposure and risk ol capital items ifrom iterii 2270).'. . 


i 178.2 71_ [HO" 

_L2I_72p_ Q2ll 


4.011.846 

,13^34 JibA 


376.894 

709. 577 


10^105_ 



,7io] 



IMJ 


UNCONSOLIDATED INCOME (FHOM SCHEDULE 24)(See Instruction, Part III B) 

Security commission income ttrum lilies 1 through St. 

Realized and unrealized gam* and (losses) on trading a. investment accounts 

(Irom lines 7, 8, 13, 14 A 1*).. 

Crmiodit) liuome them lino 1«>)..... . . 

Piofi! or |lnxs) t.v.m iiihlervcuimg anil selling grnnpx (mini line 9) .. 

M.pi.al lir.f i;itisv.e .ir.r'i tee-s i0 \ 111. 

•nr. »e<t incline in insti-mei a« counts (firini line 12'.... 

Otnet inrnne i.i.rej.ile.l to the set unties business thorn line 18).. . . . . 

Osln-r nice*. - iMiidract income items almve uom C."’>s Intomo).. . . . 

Cross inn ne iIumi line 19)..• • • .. 

Total expenses iliNni line ■Sol..... ... • ... 

Net income bewre taxes for the in< mil (irom line 41). 

Not mcmie alter taxes thorn line -lit.,...,. ... 

lolal I |A 1.1 Imex 1.0 ilumie.li 280)... 

*Uxe mnir'iim il. ll.n i.nn|.i| n ...nr. men! it gri>jt«*f 


l 2.198.366 

m 

64,808 

r 

.AM?*_ 

’>••0* 

4 f »S,7V> 

; .i,.i 

_2 j" .12',_ 

tv. 

43] ,(i'.'3 

'i:n~ 

J5.LMJ „ 

> >j 

, A.V10. . 

'V;,3~ 

_3,50‘.».1_ 


_3,4 93, X* 7 0_ 

IlMl 


Vo. 

ii.it;; 

4* *4 


4 • • ♦ 

31 ,620,211 __ 

J-ill 


|f:« 172 


PACI1-1 
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low nsuUiuar r.cPo::r or koklxa>cau*w rir.v.«i:iAL and (KcWUiokai a»anir.N 

lo. N;-.v fleck j-r„ 

Airciica:; Slock !:xrlr:r,!t;r. 

tolioiui Associ m Sccnilicr Dialers, Inc. 


FARl I 


fiM 


V.’cir, Voinin f, cc*., Jnr. 


Ili&l\l£ki2\2pj, h-- 


h:s Rcit.rl covers Hi* period from fUM OO/VY)... 

10 (MM/UO/VY). 

•ui.ber of bade days coveted in tins Kepi'l. 


ASL Rule 471) 


V FINANCIAL DAY A 

at Is lo deliver — 20 (leys end over. 

ails to rere.se - 30 day. and over.11111111111111111111 

ual man.c: value of actual and ccr.irjcmal proprietary security commitments, including 
capital demand cores - require:! rcilatcral (See Inslmclion, Part III B) 

liwr. exempt securities. 

Lon:: nou-exe.-ipt securities.. 

Shoit exempt securities .... 

Slwiil r.<io-exc-i;ii securities . 

kcturtl operational cl.Are.cs to capital (See instruction. Part ill B) 

otential rv", aiion.il cli.ne.es to capital if.on. item 2120). 

Itlici potential exposure and risk oi capital items (;ioni item 2270) 






• • • • 


iCG.xSltiIpATCD INCO.vr (FROM Jc.rirL’liLF 2-1)(Sec Instruction. Pari III P.) 

ecurily cnss-nissi.Hi inrmte (from lines l ihf.uij;l. 5).. . 

••ali.’.rd and ui.nv.li/ui rams and (losses) on trading f< investment accounts*. 


accounts 

(iron Imes 7, t». n. ns 13).:. 

rrjU'ni.liiy mciV:i*» fit >r. Ime 1i<).*. 

rnfii n r !,»•.•.; i;.i ,i in;.;. :v.niin * ,.ii>l • ••i.'ing groups (iior.i line 0) 

rti'.:! fii:, | ice,,:.:..I:ne? 10;. 11.. 

.!»-;e. l 1.1,i'.TO i*.i t i: , .li::.ci i iViul;. ( l|i>,| .|m» 12). 

:iie. cm .me :! !■» tin* seunii.t-s l:u:.ine$s (;r<im lino 13 ). 

'.lo-i i:k.i::i» (»:•!,ti.r; i*.;r:r.* items ,.t:i»,'i* lumi Gnix.s Inrouu') . 

*»iSS III.’..:,' (fi • ,i I.:.. |‘Jt 

otal r\p:»!.vos (tjiv*: )n,» .;.i) 

'*! iiic.vif Ivina* i,.\.’s i“r the fiiMirh (Ohm lu«> .}i> 

t*r movie .iMei t..\'*> (inxn hoc it:.. 

liti.il 1 (Aii.l line-. I: iii,i'll, 'li .Vtli . . . 

II.I|.||.|UH 1 tloM.lt l..|.>;.'l I. .lull.Ill li 


• • • • 




• • • • 












• • • • • 


• • • • 


• • • • 




• • • • 


tXCCUTIVi* SUMMARY 

As’ITAL ::rC;j::;tMfli!5 (Sec Instruction 4-Pait HID) 

Not c*.|*!l.;l rfrom Hem 7311. 

frdeh'odni'ss (fro.%, item 300). 

Rein, ef.vcregete indoaadness to net capital. 

Not capital in excess of t»-'>/37. cl segregate indebtedness (? 1500%)*. 

Not capital ci excess of 5*1/3% of aggregate indebtedness (y 1203.i)*. 

Not capita.' ■»excess of 10% of ar.Kiegaie indebtedness ta, icoo%)*. 

kiMiuss eApanfoo•'reduction ratio (Item COO divided by item 730; See NYSE Rule 3*23 * * * * 


0_7 Lo, 1|J7 j 2 

r„-.Ti 

0 7 12,3(7(2 

40:; » 

D'Jij 

JSL 

t 9,358,go 2 
l 78,^3‘J,oJq- 

- Qjpl 

li j; 

/. 83 8 

luj] 

1 4.122.602 

: T-Tol 

i 2 '922.37*3 

:i*o. 

1.515.074 

k-H 

- Lii U 

976 

JjJOj 

95,639 

r 18fl 

217,930 

400] 

4,218,479 

~n-n 

9,607,3 2~ i ' 

;■ V) 


. 4/0 ! 

813,076 ~ 

V-, ! 

650.531 



r 250 i 

1,820,86? 

i/.n t 



1,231,106 

‘2 70 , 


iZ-.J 

60,776 

Trn 

4‘3,;<6;,* ' 


314,H? 3 

... i 

_14 8, 5;'3 _* 

*■ t *, • 

f» 3 1 , i'i 

: 

* 50,758" " 

>01" 

32,420 

*»"; 7 • 

2,4)8,W 

1C.J i 

2,869,003" 


( 4 50.V '.?)** 

* 

.(_225,000) 

i 


;W»J 


i /•» ) 


»*•/•» i « 
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To: f!cr Vo.'; Sloe 5 : &c!iAr.£ 0 , !r,c. 

American Sl:sv!> Fxc!.Rsr,c, Inr. 

National Association of Securities Dealers, Inc. 

PAPT1 


Weis, Voicin & Co., Inc. _ M%5& 

This r»v«wl rovers the j..wJ from (VM.TW.'yy)..... 

to (ft\!/fJO/YY). 

Numb! r of Hade days envoi eU in ties R'-ji-rfl. 

9 . EXECUTIVE 5U.ViV.ArY 

CArjT.V. JT VJirCVtMS rs« *• tnr.iiiiCtiou -I—Port HID) 

Net capital (iro.n •!••.« 7>0> ;.. j 

ARRUV..VC lr.:i» , S)t<*il.;i*ss i«ic;ni non: ECO).. $ 

Ratio of apv.icRcto md'j-trr'ie.-s to not capital. % 

Net capital in extoss o: of a:v;ri*K.tie indebtedness (r? 1320',;)*. $ 

Net capital in excess »i 0-1/?*.: o: .’pf/egatr indebtedness (e 1203:.)*. j 

Net capital in excess of IG.i ut .v.veg.’.;e indebtedness (t lOGG:;)'’. $ 

Business evpaiis.eri.Tcdnction rjtie (Item EGO divided by item 750; See NYSE Ruie 326, 

A5E Rule 471).. y m 

:ey financial data 

Fails to deliver — 30 days and over.*. j 

Fails to receive - j) days jnd over. 

Total maifcet value of actual and cnr.lraclnal proprietary sccnriiy commitments, including 
capital demand «: tos - retimed collateral (See Instruction, Tart III B) 

Loor exempt ictiuiiies.;. 

long non-exempt securities... 

5hort exempt securities. 

Slioil non-exempt securities. 

Actual operational tn.-raes to capital (Sec Instruction. Pari III B) . 

Potential operational (barges Id capital (front item 2120).V.. ] ‘ 

Ollier poiennal ex|MSure 2nd risk nl capital ileus (tro.m item 2270). 


-gj ?l- | 9j7,2 (7c';,1 
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Vetuci operational charges to capital (See Instruction, Part ill B) 

Potential operational ebanres to canitaii from item 2120). ... 

Other potential exposure and risk of capital items (f om item 2270) 
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__JL.3.9A, 000_ 


^CONSOLIDATED INCOME (FROM SCHEDULE 2*.)(See lnstruct.cn. Pari III B) 

Security cor.i-nissun income ilror.i lines I tf.reue.h 51 

fcaliacJ and unrcali/cd Rams and (losses) on iradma A investment accounts 

(from lines 7, 3, 13. U A 13)... 

rcwnodny inc. ro ,f,„-n line u.i . . - 


Jul?36.,6 l 71__ p7y~[ 
211 ,836 r-rr-Q-r 
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nle.csl •nC'.<me . n rtjsteaser aecvtint*. (from lire ■ 2 ). *. 

)thi r iiivone o'uo-'.’iou to t!-.* sciunties l-usi' ess (ri«o line Id). 

>:!vr nurre i'i.! :r •> j in. , -v items a!.ovt* fr.i.ii Cross Incur:.el 

‘.true i Ai nn t ,1,.. .. . lit *********••••••• 
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x'el incivnr anei taxes (lin: tin.* 4 . 1 ) • . • . . . 
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Reference is made to tho yarioua lease and nodi- 
• •. * 

flcaticn agreements between One Estates, Inc. ’("Landlord") 
ond Sclicir.ir.an, Uochstin s' Trotta, Inc., duly assumed by ’ 
.Ifoic Voisin & Co., Inc. ^now known as Weis Securities, Inc.) 

/ ("Tenant"), end leaser between Landlord and Tenant, all as 
modified by agreement dated September 16, 1971. ' * 

Certain disputes have arisen between Landlord and 
Tenant respecting the amounts heretofore 'due to the Landlord 

and the parties wish to resolve those differences. 

• " • ‘ 

. . Accordingly, it is hereby agreed as follows: 

p 

1. .ic.innt *.~iohy acknowledges an obligation to 

Landlord in the amount of $777,055.09, of which $749,097.62 

• 

^’cp-c^cijas rent and ad'.; it.tonal rent due under the lease 
through April 12, 1973 and $27,950.27 represents interest 
on the entire amount to the dace hereof. Landlord agrees 
that this amount represents all sums payable or claimed to 
be payable under the lease through Apri). 12, 1973 (but does 
not include any escalation charger, for tho year 1973) . 

M'M V* c2::.oy.u.j . • • Rm / 

2. Tenant hereby agrees to pay said obligation ' 
as folio..:.: *,*3f - • •, 009.00 upon the execution ol this a.groo— 
monc. (o. vhic.i $.17,930.27 shall bo applied to interest and 
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c 

> I * . f 


; ” S2 '°«- 73 = ha11 «»* * “PPUod to oil escalation, elec¬ 
trical and miscellaneous charges paid i„ full to date and ' 

• the balance shall be applied to tho earliest rent hereby ' 
acknowledged to bo duo, $133,927.95 on May 17, 1973 (rtp _ ' 

. resenting a portion o.^tho next earliest balance of rent 
(V* hCrC!;: ’ I,cSnowled Sca to be duo), and $193,927.34 on June 17 
, ; frepresenting the balance of the rent hereby acknowledged 
- to b ■ :«wj. Interest at the rate of 09 per annum f rom the 


• a • rrom the 

• d6tC te00f ° n the iPStalments payable on May 17, 1973 and 


* V 


• V . 

« «• ' 

. V * 


,...y una 2? * 1973 shall be payable on such dates. 


• . 3. In the event Tenant fails to make any of the 

following payments: * . 

. . r . The payments as provided fpr_hereunder, and/or 

■ ' r b - ROnt ana ‘^itional rent as'Yt becomes due 
under the leases and modification agreements referred ' 
to herein; '\ f i 

the fell amount duo hereunder shall become immediately due 
and payable. * •' 


4. It is expressly understood'and agreed that 
Tenant shall remain in .possession pursuant to the lease and 

modification agreements referred to herein and pay rent and 
charcji**: ;u; provided therein. . * - 


•* • 


1 

1 
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*t 5* The saidloaso and modification agreements, and 

each of the provisions thereof, shall remain in full force and 
effect, and upon the failure to make the payments herein pro¬ 
vided for, or the rents and additional rents hereinafter due 
as specified in said lease agreements. Landlord shall continue 
to hove all remedies available to it under said lease and 
modification agreements, together with any and all remedies 
available to it at lav; or in equity. 
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Hr. Sol Lett Hay 16, 1973 

23 Sutton r*£ce 
New Y':vk, Hew York 

Dear Ill*. Lett: 


A 5 you fcvtov, the ?3aw. York Stock Xrchange la making 
ln"cj; tig'tJ.cn i.ntc- t!v? financial pOs.ltLon, record keepi.";g 
ar/.* financial reporting r.; .’olo Securities, Inc. In tV.n 

_« f*. i ^ ..._. .1 S rt MM# A#. C/__ . ^ 


regard, It is re ejected t>r.: you appear at the offices of 


the Hew York Stock r::chr.:*gc at 53 b'ator Street cn I lay 2?, 


1973, at lJ: 


*.4 


to give tefltrinony on this matter. 


Fursuent. to A* 
Exchange Const 
by counsel at 


tide XIV, Section 23 of the Hew York Stock 
ItuCicn, pvi have the right to be represented 
your appe-fc.'•ranee before the Lurchaoge. 


Your failure to npps. 
be ccoa trued by tho 
to corporate «vd r:-ap* 
to Article XIV, Scat 
Con; Citution. 


ar at the above-mentioned time, may 
•kv York Stock i.*::ahar.?.e aa a failure 
rub-cct ycr. to discipline pursuant 
of Ch-; Hew York Stock Lrch:.;r;e 


/ ... . 

4. %•• 


Very truly yc.-ru, 
Fred J. Stock, Jr. 


Fred J, Stock, J; 
Vice Fresidci-t 


i 

I 


I 

I 


i 

i 


CC: Loc* Fcltnnan, Eaq. 
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• • . 

»=*or Fines. On »y left i B *. Stephen tf*., Soocial 
Counsel and a of the staff of tha Dep3rtcan£ of 

Fines, on cy right is stuarr f1q1<1o> ^ 
Conduct Investigator and a cacbor of the staff of tho 
Depsrtasnt ^ Fires. tha Qf Oirectoro ^ 

* UU ' Ci ' l2ed “ “***» -’bets, allied capers and ' 

employees of -combers and c*„ber conizations to u ppe8r 

and testify in connection with investigations. 

I should also liI;o to 

co r-oind you that a person 

who adjiw.^ac to heva mado a jaJsctater^nt 

cateesnt upon a aatc- 

• rial point fcc ar of « 

...ICC. o. employee of the Eschanso 8C 

authorised, by Kfcs Board of Direcro- v 

ec, *°— °»7 ba suspended ov 

expelled for said miazt.itct.cnt. 

Iu -het c.ieer, Er„ Leit? * 

IS, ;..FIT: That ir clear, 

I®, liELTri-jj. m~. j c -r . 

hox *t if I nay Interject. 

Mr: to the 'w 1 - ,^„ r . * 

.. ‘‘•S ' lj - n 8 our session this 

afternoon I hn, re'it 

3 ‘ - a “- cd - voa Kr 4 Kelson, n detailed' 

Stfitci'CP** nf >i-r ,, « • . . 

- -r. allegations which have been apparently 

icada l*y oirhoij chnr*lr.«* u:y * 'ir,.*- r ,.-> u 

j > -acuu t,xth misconduct, and 

I IVUtld «*.!: yjT 3j : |K.r a .... 

y f-h.,3 uJr., to civo me the details 0 £ 
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such allegations end charges that were (cade, the names 
of the persona miking such charges and the dates on 
which they node ouch charges, and the statements that 
wars made, 

MS.,, K2LS0E: Mr. Leic, the Exchange has requested 

you to appear at this time to afford you the opportunity 

• • 
of giving your 3:U1c tnu of advising the Exchange of what: 

may have taken p-.cce at Weic Securities, and I afford 

you this opportunity af: thin tire. 

Ml, F£:J? MA'M: I wild like an answer to the 

question which I have an Ic’d. 

• K3L W.'.SGK: Yx. ■:Itnan, as I had adviced you 


telephcnical!.’ . >rior to yc j coring in with your client, 
I was going ft. ink ywur sll'.tJL to ta/.l me wha:, if any, 
violation!* of tiiu Ccnstituffind Sulec of the Kew Yorl: 


Stock Exchan;:/:, and -nine, if 


Securities L:a.c, 

or 

2ce 

and Exchange ' 

cf 

19:4 ar. 

have c:sx:re; r.: 

Kci 

j Lecur 


any, violations of the 
;i£y Law of the Securities 
the rules thereunder may 
ice, and I ata noi* offering 


bio said t.npii tnnity, 


l!r, I,r\t 



5 


31 la 

Fm’hVN: Mr. Kelson, I have directed my 
■client not to reply to th^t question, 

Mr. Kelso- 1 , if i cay # 

Do you wait me to cay something on this? I 
think I ea entitled. 

Kl. NilLSCH: Mr. Felt nan, I am hero to afford 
your client the opportunity to 3 paak. 

Ml. FZ.LTWUl: 7. an not dealing with this 
question. I think I have the right tc make a state¬ 
ment on the record. 

MU, IXZSO.U Let 'a go off the record. 

13 * FI-LTKUS: I?o. I want this cn the record. 

MR, IB-L&G.I; On the rccorc". 

H-% Me £.ro cot hare to afford you 

the opportunity of aaiiof; cposchM on tha record. He 
sue hero to c.ffj<cd ./oar client tha opportunity of tellies 

the techaagc of any violations that coy have occurred at 
Weis Securities, 

» 

Mk. Fi.LTMAN: Mr. Raison, oay J. as!; for e 
response to faa queicioi 7. heve coked? 2 have directed 
«-y clie ;t under tha c ire usances net to givfs a sworn 
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• . 

statement irr.the canner in which you intend, because I 

don't think it affords hiui duo process, I don't think 

it gives him the opportunity to fairly meet x^hatever 

charges have been cude, and until you give him such an 

opportunity to face 3uch charges in detail, which I have 

outlined, I as* prepared to consider whether my client 

0 

would give 3rch a sworn statement. 

m. Kl'.LSO.?: Does you.r client know of any 
violations? 

MX. FIXT1HN: X have directed uiy client not 
to retpa.'d to tLr.t juostici until I get an answer to 

% 

the qjsaticr; I lave asksd, 

' Ms*. ••JF'LSai: -Mr c -’sltusn, your client would 
have the epper'n nit/ fcc an or charges as presented. 

We are .affordlet hi 1 this pori.unity so that ve wouldn't 
be adding one oiher charge, which we consider to be a 
failure to cooperate.. Ks;. I point, out for your informa¬ 
tion,, /a* tic in X5V, flection . , and X afford you the 

* 

opportunity o: tee'ar 

?£».. In. aware of Article XXV, Section 

I think my cii.r.t v:. v.?.d fa: to get due process unless 


• » « 


•*.» *r- • -« • 
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the procedure I suggested ir, followed. I represent my 
client and ha i3 prepared to cooperate with the Exchange 
i® tilJ.» cituat-.oi provit-ed he is given due process 
which I thick ha ic entitled to. 

Ml. £E1/30 j;: Could you, for the record, state 
th :2 case which, requires quad judicial — 
f'H. :T: Mr. ^loovi —• 

V&. i'SiSOIi: Have T. interrupted you? 

KR rf .i JIfilS: I ha/e no such citation at this 
tize. 1 thin!; ;t is eloicsvitary in these things that 
due process in rtreccary wr.sn a man is confronted v;ith 
cb„r(,£3. and :.z you Mould z sy to rae that you are not 
to ir.d-oat 2 t.« use car vr.es then X can take a 


w ' "Tio.:. 


t‘-»v u I E .Eoi - ; *?-• ut, i.lvsfc of all, to cffcsci 

• * 

i-• Lc./.i. -ho or-pr-i.’J.cy ri. :dvising the Exchange, as 
an sl.'.wtd re*:.ix. r, whatner I* knci/.-f o:c any violations 
t-.at my nave tc.ien p?.ii:e f.•: tie is Securities,. 

Ml. I l*n ;e directed uy client, that 

u-.-t.-r ti.r.uo c:::c Vwtaijjt.s, thLi t::liU 2 , he will not 
W' < . ca cv:::i a our.t sir^.t ur»ti: ic is confronted with the 


CUUf 


qqPY AVAILABLE, 
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charges, which you apparently have told hia about and 


1&. Mi LEON: I havro never spoken to Mr. Left. 

Mcl« FiJLTKYN: To tr.e; and you have indicated 
that there are people who have mr.ds very serious cIurgRC 
against hia. Until he is given the opportunity of 
knowing what these charges ere, ay client will not cake ' 
a cworn atetaesnt* 

IS., IT.Ll'CZ: ‘Jill ycur cl cat tell us whether 
any violations, tc his knowledge, took place at. hia £i~a? 

Can kc clarify one thing fer the record? 


ties? 


Mr. Loir., were you an officer of Me is Saruri- 


121. J.5LTK1H: X have directed ay client not 


to respond to ar.y c-easticas until I r.n given an answer 
to the quootier: i;hi:h I tnve asked.' 

il-LSC J: Cc.3 cf the allegations !aad« ;;s:; 
that IL*. Loit ror.uirod certain ecployecn and enecu;.: V"s 
to fe.ru?if.? oc-c.'s and records of hhis Securities. 


Mi, LV.LThViJ; By when were such charges 


u_v?e? 


J?fl, v: elr« ..’ftltrrr.n, you are rot it:t re, 

tir.g the Ext'at: ,-®* ::.n :i::ci,.:n»e is interrelating -v-r o.V.ei 
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I want to tliar.k you very much for coming in. 
(Whereupon, at this time the record v :«3 closed.) 


’ytvitfkdL ■ 

Commitcet* Reporter 

/ttjb 


I 
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(yiU) II7U-343U 

July 2, 1973 


Secretary of the New York Stock Exchange 
23rd floor .. 

55 s’ater Street ' # • ' 

New York, h.Y. 10041 

I 

Subject: Charges against Sol Leit, Allied 

Member and President of 
Weis Securities, Inc. 

Dear Sir: 

This is in response to the charges against Sol Leit, 
allied member and President of Ueis Securities, Inc. I am the 
attorney for Mr. Sol Leit. Mr. Leit has received from the New 
York Stock '.exchange, Department of Enforcement, a memorandum 
which includes certain charges against him which appear in such 
memorandum as Charges I through VIII, inclusive, dated June 4, 1973 
and are signed ly Stuart K. Nelson, Assistant Vice-President. 

This answer is being filed on behalf of the accused by 
his attorney with tbv. Secretary of the Exchange in accordance 
v?ith Article XIV, Section 14, of the Exchange Constitution. 

The accused neither admits nor denies each of the charges 
nir.de against him but demands that a hearing be called to consider 
the charges In accordance with the provisions of t:ho previously 
cited section of the Constitution of the New York Stock Exchange. 

Pursuant to mv advice, the accused has decided to remain 
multi because ui tin* Jallowing reasons: 

11 The New Yuri: Stock Exchange has obviously predetermir. 
the issue ot i.;y client's guilt as appears from a release issued by 










0 

Secretary of the Mew York Stock Exchange 

- • r 
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the Chairrr-m of the Mew York Stock Ebrrhm™ « 

peared In the New York Tlir. ?. K in a nct;s item which ap- 

« 

^ ^ C 1 i(J!l C h.*2;f HOC been l t -I 

documents or personal pap t*r.) init by hh'a tQ any of the 

Securities, Inc. y at che of flees of Weis 

Exchange Corlnisston 1 tl!n t h t:V * the Securities and 

United States Attorney for ^ southed niTJ*'*?** to Che 
possible prosecution and h' been ‘ r i. nd ! CC ° f New York for* 
of the United states Attorv.'v ,-n nwcT^r ? appear at the office 
terviewed in connection wi v'/ruchCharges July . 3rd » 1973 » Co be in- 

I have advised n;-' nor tr, » 

to the New York Stock Excb.^.o ir.’in-we- r~ k ;™y written statement 
has been a determination of r .r h such charges until there 

‘ *- r r *- to be prosecuted. 

• 0 

Very truly yours 


N 


LF/cb 


/ »' f ;•# -i 


cc.: Mr. Stuart K. Nelson 












Ii*m) «ru- 3-tr/u 


July 13, 1973 


Dennis M. Pape, Esq. 

Special Counsel 

New Yorlc Stock Exchange, Inc, * 

23rd iloor 

55 Water Street 

New York, N.Y, 10041 

• .* , 

•• Rc: Charges against Sol Leit 
• , : 

Dear Mr, Pape: 

This in in rosponse to your letter of July 10, 1973. 

Mr. Leit has instructed me that he wishes to stand 
on his Answer submitted on hir, behalf in my letter of 
July 2, 1973. I repeat that Mr. Leit neither admits nor 
denies the factual allegations contained in such Charges 
and denies specifically your right to deem them admitted 
unless he factually responds. 


LF/ab 


Very truly yours 

f) 

C -VlL-tlYvc. 



cc.: Mr. Sol Leit 
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New York Stock Exchange,Inc. 

BtWRTMfNT or MtMOCR riOHS 

Fcoob 

55 Water Street 
New York, N. Y. 10041 

, .v»PC 

it 4-OW 

ill 

July 10, 1973 

Lee Fcltman, Esq. 

J95 Madison Avenue 
New York, New York 10017 

Re; Charges .-.pains t Sol Leit 


Dear Mr. Feltman: 


o inTo 0 followin S * 3 * n response to your letter of 
July Z, 1973, which you have submitted on behalf of Mr. Leit 
in reply to the Charge Memorandum dated June 4, 1973. In 
this regard, said letter does not conform to the requirements 
of Article XIV, Section 14 of the Constitution of the New York 
Stock Excnange, Inc. That provision states, in nertinent n-rt 
Iheanswor (to a charge memorandum) shall indicate specifical¬ 
ly which statements of alleged fact contained in the cha-ce or 

in^he^T dCnlC V nd which are Any such statements 

° r ch f rr ' es not specifically denied shall be deemed 
admitted. Inasmuch as the charges specifically incorporate the 
material contained in the Charge Memorandum (section entitled"* 
Statement or Facts and Explanation" and the Exhibits re^ormd 
to therein) an answer must specifically deny such factual alle¬ 
gations or they will bo deemed admitted. 


You are, therefore, given until July 16, 1973 to sub¬ 
mit an answer conforming to the above cited provision of the' 
Constitution. Failure to do so will be treated as an admission 
of the facts and charges contained in the Charge Memorandum" 












EXHI BIT. M - ’MEMORANDUM FROM NEW YORK REGIONAL OFFICE"-•** 

TO DIVISION OF ENFORCEMENT- . ’ ™ ' H AP 6e L \ * 


• .'. ' \ • ^'-' v ORANDUM 


Division of Enforcement 


— * ul ueajlui cement _ _ 

; . X *?/**•*. (y 

** roia William D. Moran, Administrator O.j /7 v?/ / 

.•••* . • New York Regional Office Jw£yu~~- 

fiiLject : WEISS SECURITIES ' V 

. - 1 ' ; formerly known as Weis. Voisin, Cannon) 

(J-12472) . 

■ . ■ • \ *; * • *•*., '•:•••. • ; •• • : 

Recommendation: That the Commission issue a formal 

..-order of investigation. 


WEISS SECURITIES 


-VN • 




• •*. , * • 


i; *-;>• BACi GROUND 


; t •#. . • 


^!^??.. SeC j ritieS Inc * C^e-ss”) is a registered brcker- 
'* a *** a; * • -- i- - member of the New York and the American 

Stock Exchanges as well as the NASD. On April 27, 1973 

laarned that Weiss was encountering net capital 

•l*nny C l} ti f* th ? t ltS net capital ra tio was aporoaching 
1400^.- At the time we learned of this information we 

*;ere assured by certain representatives of the firm that 
substantial sums of money would be coming in to the firm 
in the form of subordinated loans and that this fact, when 
coupled to the plan to merge with another broker-dealer, 

' •. ; v' * ;•* 




* t , . • '• , 

• '*’•••• * 


-/ Asa member of the New York Stock Exchange the maximum 
*atio that is permissible is 15007.. 








4 





- --- 

i > 




— *■- . _ .• ** 
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problemsf^/b 3lman *>- I-., would eliminate any flnancial 

To date, information gathered by t-he staff tHrh ^ , 

the financial affairs of Weiss LdiLtefth^ ^ 8 /° 

of the financial sicuation mav h.vl k , the gravit y 

be, more serious then origLX thoueht ’ ?* y stl11 

“ y ,he aV fl™ e L a ao e eff:r“:o a “r Pt { enses 

of the f irm so as to iwprovYi^e^ap 8 ? 


FACTS 


^ e ratirof e ag^°a a te 1 ^ b e ter PiCa " 1 ^ulti'es^d that 
12 to 1 and could have been highY 15° tf 1?1 ?“aJ ?his°tSe 

% ... . . . # - * * • 

i 

V Secu^d^^t^nhetrg^^bVhf^^^- 

-. consummated nor has the New York Stock Exchange^giver 

'■V wJf"*, 1 a PP roval - Although we have no definitive 

'-be iTlieht^f d f Ch * outco ” e ° f this merger may 
, oe, in light of developments discussed within -his 7 

memorandum, we have been informed by representativ 

. ■ |ass? sutsssr. JArEbr* 

lly apprised as to the underlying cause of that crises. 

2 ' Section V i a (arof 8 thrr PU b SUant t0 the re 1 uir «»«>ts of 

tion 1.(a) of the Exchange Act and 17a-ll thereunder. 











t 
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the staff was also informed that the net capital position 
was approximately $500,000 below that which was required 
to assure that the firm had a healthy net capital position 
Advice was also g* van to the effect that at least two 
><i jnililon dollars was expected. to come into the firm within 
the next few days to alleviate the problem.it/ 




On May 1, 1972, the Commission was further advised, again 
through the person of William Finegan, that the Exchange 
had a definitive trial balance as of March 31 which re¬ 
flected a net capital deficiency of at least one million 
dollars and a ratio which was at least 1900%. At this tine, 
we were also advised that the New York Stock Exchange gave 
"official notice" to Weiss that as of March 31 it was in 
net capital violation. Thereafter, the Exchange sent a 
letter to the Commission to formally advise us that Weiss 
was ir net capital violation as of March 30; that it had 
a capital deficiency of one million dollars, and that its 
aggregate indebtedness was some seventy-five million dollars 

as opposed to a net capital position of approximately four 

. 1 — - • - - 

lill.XXi.Ull UUXJLdi. £> • 


We have been informed by representatives of the New York 
Stock Exchange that the firm's financial condition is being 
monitored on a daily basis and that present figures indicate 
that the firm is in capital compliance.5/ 


4/ At this point we do not know how much money has come in 

to the firm in the form of subordinated loans. We believe 
it is in excess of two million dollars, but the Exchange 
has not yet approved any of the subordinated loans, sc 
that at least in the technical sense, subordinated loans 
that have come in are - strictly speaking - liabilities of 
Weiss. , - 

5/ This statement was made with the caveat that the situation 
was "touch and go and that at best, capital compliance 
was on a borderline basis." 







A 


,1 




According to information supplied by the New York Stock 
Exchange certain questions have arisen with respect to the 
underlying cause for the relatively sudden emergence of a 

!£ oblem at Weis. . Specifically, information 
. develope indicates that the former Comptroller of the firm 

iecord^’ have deliberately falsified or doctored the 

• records of the firm to understate expense items. It further 

• ®PP ea J- s t -* a ^_J hi ® practice may have been extant from at least 

thL^ USh March » 1973 and that three officers of 
the fj.rm in addition to Kubi may have deliberately and 

know-ngly falsified the records in que^^ion —• Tho fi *... 1 

5nS»"2iSS J?“ understated ac — oS-fiaff 

• % . • . « , • » 

, * CONCLUSION ’ 


®t V£ . risa t0 several pro stems involving 




possible violations of the securities laws. The most obvious 
violations would, of course, be those cf the bookkeeping and 
net capital rules. It is clear that the firm should have 
notified the Commission of its capital problem pursuant to 

in To date £ tbis . has not been done. Moreover, if 

n fact tne records of the firm do not truly reflect the firm's 


Sj Kubie in addition to being Comptroller was a senior vice- 
president of the firm. The other individuals who may be 
invoiced are Arthur Levine, Sol Leit and Alan Solomon. 

Their positions in the fivm are Chairman of the Board of 
Directors, President and Executive vice president, respectively 

7/ As a result of this, the firm has set up a suspense 
account for this amount which has been treated as a 
charge to capital. 
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capital position, there may also to violations of the anti- 
fraud provisions. Finally, and of especial and disturbing 
signifi cance are the allegations that certain principals of 
Weiss either knew and/or instigated the falsifying of the 
firm's records to masque the firm's deteriorating financial 
condition. 8/ 


A formal order of investigation is needed in this case. As 
indicated above the New York Slwck Exchange has commenced an 
investigation into the aforesaid allegations and has taken 
some testimony. It has been our experience that the Exchange 
is most reluctant to turn over its files in the absence of a 
subpoena. Moreover, if the records of the firm have been 
falsified it would be necessary to trace certain expense items 
which will in all probability entail the need for bank records. 
Again, it has been our experience in the absence of a subpoena 
a bank will not make its records available. Accordingly, it 
Is recommended that the Commission issue an order of invesliigatio 


8 / 


A-cording tc the Joint-Regulatory Reports filed by 


Weiss in January, February and i^rch of this year, 
the firm has been operating at a loss. 


Prior experience in cases of this nature, indicate 
that there may well be other violations involving the 
hypothecation of customers' securities, the illegal 
extension of credit and violations of Rule 15c3-3. 
Accordingly, we will also endeavor to ascertain whether 
any violations in these areas have occurred. 


William Nortraan 

Assitant Regional Administrator 212-264-1640 

Franklin D. Ormsten 

Chief Attorney, Br. #4 212-264-1600 

Jeffrey Tucker 

Attorney, Br. #4 212-264-8586 
Barry Mandel 

Attorney, Br. #4 212-264-1671 
5/14/73 
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SBC. EXCH. COMM. 

HL Y. REGIONAL OFFICE 

RECEIVED 


UNITED STATES OF AMERICA W 

' Before the 

SECURITIES AND EXCHANGE COMMISSION Q Duily 

may um -a 


ijm_ 


In the Matter of 
WEIS, SECURITIES, INC. (8-12472) 
File No. NY - 5004 


0 

V4..J,9 

ORDER DIRECTING PRIVATE 
INVESTIGATION AND TO 
DESIGNATE OFFICERS TO "V# „ 

TAKE TESTIMONY 

0 tir- 


The Cocraission's public official files disclose that: 

with it^'prlncipfl C ple«'o£ bulinef^Tn BafflJfp? 1 " “„ C °" Inc - 
i» registered with the Commission as f bwkff !tocth ’ Ne " Vork - 

15(b) of the Securities Exchange Act of 19‘’4 pUr * ua " t to Section 

registered as such 3ince August I, 1965. " xch ange Act) and has been 

Dealersf'inc^^a^aclonal^securicies^a^ociati oo Clati ° n 

Section 15A of the Exchange Act. ociation, registered pursuant to 

* • 

Exchange’Ae“°o£ tha“*ar£l*s2fl! Exch meaI,ln f ° £ Wl ° n »<«>«> of the 
Exchange and other national sfffk Ex f h “ n S s - Inc - • 'he Aserican Stock 
Section 6 of tfc fx^lct e “ ha " 6eS pursuant to 


which tends°to rtoi'JhH?" haVe to the Commission information 

g. from on or about January 1. 1972 to j... . . 

of the mails or,neons and instrumentalities of iftffsff-'f'e^ ““ 
effect transactions in and to induce an attaint rf.i oommerce to 
and sale of securities (other than exempted s£curmff UC fo^r« r f '^ 
bankers' acceptances, or commercial bill*) I.’ commercial papers, 

financial rc.ulrmnenis lmpo“°!hf ^rsfoVfxS^' “ Uh th ° 









B. Weis,, from on or about January 1, 1972 to date and while a 
broker-dealer registered with the Commission pursuant to Section 15 of 
the Exchange Act, has failed to accurately make, keep current and 
preserve certain books ana records in accordance with Section 17(a) of 
the Exchange Act and Rules 17.a-3 and 17a-4 thereunder. 

i 

C. Weis, from or. or about January 1, 1972 to date and while a 
member of a national securities exchange and subject to the net capital 
rule of such exchange has failed to notify the Commission, pursuant to 
Section 17(a) of the Excnange Act and Rule 17a-11 thereunder, that: 

1. the firm's net capital was less that the minimum required 
by the net capital rule to which it was subject; and 

> 2. the firm failed to make and keep current and accurate 

I ‘ the books and records as specified in Section 17(a) of 

l . • the Exchange Act and Rule 17a-3 thereunder. 

D. Weis and other persons, from on or aboJt January 1, 1972 to 
date, have made use, directly or indirecLly, of the means or instrumenta¬ 
lities of interstate commerce, or of the mails, or of the facilities of a 
national securities exchange to employ a device, scheme or artifice to 

defraud in connection with the purchase or sale of any security in that: 

$ 

1. Weis and other persons failed to appropriately notify 
customers of the firm that it was in violation of the net 
capital and bookkeeping provisions of the federal securi¬ 
ties laws; 

• . • .1 

2. Weis and other persons caused false entries to be made 
upon the books and records of the firm; and 

3* Weis and other persons caused the firm to file false and 
misleading financial reports to the regulatory bodies to 
. which it was subject. 

E. Weis arid other persons, from about January 1, 1972 to date have 

failed to appropriately segregate customers' securities and credit balances 
in accordance with Section 15(c) of the Exchange Act and Rule 15c3-3 
thereunder. . 

F. Weis and other persons, from about January 1, 1972 to date have 
extended and arranged for extensiens of credit in excess of the maximum 
allowed pursuant to Regulation T promulgated by the Board of Governors of 
the Federal Reserve Board. 




« 
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C. Weis, from about January 1, 1972 to date and while a member 
of a national securities exchange has hypothecated securities carried for 
the accounts of customers in violation of the provisions of Section 8(c) 
of the Exchange Act and Rule 3c-1 thereunder. 


'V » 

111 


The Commission having considered the staff's report and deeming 
such acts and practices, if true, to be in possible violation of Section 
17(a) of the Securities Act of 1933 and Sections 7(c), 8(c), 10(b) 15(c) 
and 17(a) of the Exchange Act and Pules 10b-5, 15c3-l, 15c3-3, 17a-3, 

17 a-4 and l?a-ll thereunder, finds it necessary and appropriate and 

hereby 


ORDERS, pursuant to the provisions of Section 19(b) of the 
Securities Act of 1933 ar.d Section 21(a) of the Securities Exchange Act 
of 1934 that a private investigation be made to determine whether the ' 
aforesaid persons or any other persons have engaged or are about to 
engage in any of the reported acts or practices or in any acts or prac¬ 
tices of similar purport or object, and 


IT IS FURTHER ORDERED, pursuant to the provisions of Section 
19(b) of the Securities Act of 1933 and Section 21(b) of the Securities 
Exchange Act of 1934 that for the purpose of such investigation William D, 
Moran, William Nortman, Franklin D. Ormesten, Michael D. Harris, Barry J. 
Handel, Jeffrey Tucker, Steven J. Shore, Stuart Perlmutter, John J. 
O'Connor, Thomas F. Fox and Jeffrey Morrison and each of them, is hereby 
designated an officer of this Commission and is empowered to administer 
oaths and affirmations, subpoena witnesses; comple their attendance, take 
evidence and require the production of any books, papers, correspondence, 
memoranda, or other records deemed relevant and material to the inquiry, 
and to perform all other duties in connection therewith as prescribed 
by law. 
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EXHIBIT N - 

MEMORANDUM OF CONVERSATION 
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Subject: WEIS$ & COMPANY 




At approximately 11:30 a.m. through l:0(^p.m.^ a- 
conference was held in the office of Mr. Moran with 
respect to the subject firm. In attendance were Messrs. 

MitIon Gould and Arthur GoTdman^ Gould is an investor - * 
in the subject company as well as counsel thereto. Goldman 
i® general counsel of the company. In attendance for the 
staff were Mr. Moran and myself. The purpose of the meeting 
was to provide Messrs. Gould and Goldman an opportunity to 
explain the current financial situation at Weisf. By way 
of background Gould stated that in January, 1973, he expressed 
an interest to^Arthur Carter, who is associated with Ladenburg 

Thalman^to the effectmay be desirable to merge the two firms. 
It was Gould's belief that WeisJ needed, but lack^an 


±J Gould indicated he has one**half million dollar's invested 


f Vin 
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investment banking image and^concomitant facilities. Laden- 
burg* on the other hand was strong in investment banking 
but lacked the retail strength possessed by Weiss. Gould 
further explained that a deal at that time could not be 

Ok.. 

worked out because o ^disagreement amongst the principals 

i p " I 

as to whom would assume a paramount role.llGould then stated 
either 

that Kxxiy in late March or early April of this year # he met 

faMP* a- 

with Messrs. Levine, Leit and Rubin (of Gould's law firm) and 

- - .f w-nr* 

that he was advised^by thenr that Mr. Joel Kubie *®4d them 

that he^under^accrued obligations of Weiss in order to get 

2 / 

the earnings of the firm up— and^tocgenerally improve the 


financial picture of Weiss*; Ithat two and one-half million 
dollars of under accrued expenses were involved which could 
be absorbed^but that-the absorption could bring the firm's 


2/ Gould^i^gested as a motive, the fact that the firm im 
have contemplated a public offering of the securities 
and that it would have been desirable to improve the 
firm's financial picture in connection therewith. 





net capital ratioup to 1200%. 'felon to this disclosure. 


Gould stated that he made certain suggestions including, * 
reducing the firm's positions in securities; approaching 


Carter to rekindle the Ladenburg merger; contacting NYSE; 
informing the Board of Directors and the executive icommittee 
of Weiss of the situation,*^? ca lf\he accounting firm of 
Touche, Ross. Gould also advise^at the time of this meeting 
he was also informed that the discussions with Kubie had taken 
place a few days before; that Kubie left the firm and that 
his interest were bought out. Gould went on to say that 
thereafter he called the New York Stock Exchange. thereafter* 

6++slJ2 La—* 

with representatives of Ladenburg and apprised them 
ft/) ^J 

of the situation and the need for additional two anJ. one-half 
to three million dollars in the firm. Gould further advised 


3 / 


He did not recall whether he spoke to Bob Bishop 


or William Shields. 





that he discussed the situation with 


certain subordinated 
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creditors of Weiss including a Mr. Katj/who had some 3.75 

million dollars in the firm and 7 a Mr. Jack Gardner who 

A 

represented an insurance group from ChicagJ^S. had 


subordinated some three million dollars to the firm 


as 


of January, 1973. Gould indicated that he also 


contacted 


other subordinated members of the firm. 


Gould then stated that he was actively working 


on 


the merger deal and that a contract was signed. One and 


one-half to two million dollars "interim money" had^COT^^^^ 


h 


inland that upon the closing of the merger deal it 


was 


expected that an additional two to two and one-half million 


dollars in further monies would be infused into the firm 


4/ At this time discussion was held^conceming the fact that 

the New York Stock Exchange had not yet approved any of 

the money that had come in or was expected to come in. 

Gould attributed this to the fact that the Exchange was 

still wrestling with the problem of an appropriately 
\T%to vA* 4<^tos>U-lr4y 

worded " knnwl ft cn abl e letter" and that he expected to 
have such letters issued this day. 
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Gould then againf directed his attention to the 
problem of the misstated expense items. He explained when 
Rubie left^ a Mr. Lynn, who was assistant Comptroller, took 
over Ruble's responsibilities. Gould stated that on Wednesday, 
May 9 he learned .-hat the New York Stock Exchange wanted to 
see Lynn. In connection therewith, Gould had a meeting 
with Lynn late in the afternoon of May 9 or early in the 
evening. He stated tha t Lynn informed him that approximately 


a year ago (Lynn) and Ruble were subjected to certain 


pressures 


to improve the earnings picture of Weiss and reduce their 
apparent costs b6 th*r reason J&rr the firm may have wanted 
to go public; that m connection with the l*.st certified 
financial report (May, 1972) the accountants were "snowed" 


and^that in 




k-K- 


with^the prepartion of expense items 


there were "very serious improprieties" and not simple mistakes 

CjOVc <rvi 

•4 under accruals. 


Thereafter (probably May 10) Gould again saw Lynn 
and based upon Gould's conversations with Lynn^it appeared 








th.t Messrs. Levine and Leit were responsible for putting 333a 
the pressure on to improve Weiss' financial picture.!/ 

On May 11, Gould had a meeting with Messrs. Carter, 

Rosen (of Ladenburg), Rubin and Kate to tell them the complete 
story. Gould stated that Carter and Rosen indicated that 
Ladenburg would still xxal2 in the deal. 

Gould then advised that between 4.2 and 4.3 million 
dollars in new money was in place. He added that his immediate 
objective was to isolate Levine and Leit and that it was his 
.intention to install "Sonny" Hertzberg in a position to run 
the firm. Gould stated that he expected thTr^tio to be 

* • • n 

.about eight to one if the merger was t«*e consummated and 
monies «omc in as expected.—^ 

5/ Gould indicated that of the two, it appeared that 

Leit may have been more hravily involved. 

6/ When asked by Mr. Moral, Gould indicated that the merger 
deal could be lost if further losses were discovered 

and/or Ladenburg insisted on a greater conversion of 
presently existing debt into equity. 







Mr. Moran advised that we intended to conduct a 
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full investigation and make use of whatever options we 


had available. He also stated that full cooperation of 
all Interested parties was expected *idc that we intended to 
vigorously explore the situation. At the conclusion of the 
fleeting, Arthur Goldman handed me a trial balance for the 
firm as of April 27, 1973. Both Goldman and Gould advised 
that they were trying to get more figures available. Gold¬ 


man stated he would call this office to advise us of the 


of the individual from Touche, Ross who was responsible 




conducting the audit of the firm for April, 1973.2/ 

/zu. g 

jTix* ' 







/°y\ 


/ 




7/ I had pointed out to Goldman that we believe that such 
an audit was necessary and that to with Rule 

Jtl7a-5 it would be necessary to have an audit completed 
nnd of ? period no earlier then May, 1973, 








8 . 


I raised with Messrs. Gould and Goldman the fact 
that the Conmlsslon was notified by the Exchange that the 
Exchange considered the firm to be out of ratio as of 

March 30, 1973. Both gentlemen indicated this was the 
first they heard of it. 



WILLIAM NORTMAN --- 

Assistant Regional Administrator 
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EXHIBIT 0 - DRAFT MEMORANDUM DATED MAY 15, 1973 


May 15, 1973 

This is to supplement Mr. Nortman's foregoing 
memorandum and also to outline the investigative steps 
we intend to take in this matter in the future. 

At one point in his dissertation Mr. Gould stated 

« 

that any sudden or premature publicity might very well 
kill off the Ladenburg Thalmann deal. I advised Mr. 
Gould that the disclosures which he made concerning the 
two top officers of the firm, if true, presented a most 
serious situation calling for, when the facts are esta¬ 
blished, prompt and drastic action on the part of the 
Kotranission; and in that connection,we intended to take 

V 

whatever steps were necessary in the public interest. 


stated that his contingent had a meeting 


While dictating the foregoing, Milton Gould called 

. OflV^ 

me at 10s35jand s 

A 

at the Stock Exchange last night and that the SI j 7 5 
miXlixm^mentioned earlier in the Nortman memorandum had 
been approved by the Stock Exchange and now is in the till 
of the Weiss firm. Translated J^^tnother way, it would 
appear that the Stock Exchange, which had not 


approved the 




■oney up until last night's nesting because they v 337a 

V ; 

vanted to approve the knowledgeabi lity. According 

to Gould, the ’’kncwledgeability espects have been take JS? 

and f ' ^ 

care of. the money is in thsxhanMsxmf the firm is within ' 
the 15 to 1 ratio. 

Gould also reported that he was optimistic that the 
Ladenburg deal could go through. 

After the Goldman-Gould meeting, the staff met to 
discuss the steps we should take in this matter, and in 
this connection.the following areas were covered: 

11 meetin9 WUh the Ne “ Vork Exchange 

°fe3rshandling this matter to find out what they 

have done to date (meeting scheduled for 11 o'clock 


today. May 15). 


(-fOUscAl 


) 


2) A meeting with the accountants^to find out what they 
have discovered in their examination of the Weiss 

h b °° kB and records to date and the possibil ity o f 

discussing what areas we would wi^h to have explored. 

3) Jeffrey Morrison and such other help from the Broker- 

Dealer Section as is needed to be put on this matter 
immediately, 

4) Wemust ascertain how far back the alleged falsification 
of the books snd records go, how it started, who is re¬ 
sponsible for it, etc. 


v 





0 


5) We must keep in mind the possibility of not only the 
falsification of the bookeeping records but also the 
rprv>r"imirif I rhetor the question o/'th^xna^S submitted 
aa at May 30, 1972 was false and misleading. 

» 

6) We must also explore whether the Touche Ross firm 
pefformed their job in 1972 competently. 

7) We must examine Kubie and Lynn of the Weiss firm. 

8) We must explore^Pfele of stock of the Weiss firm 
to its employees and possibly others to determine what 
financial information and other information was givera to 
them at the time of their purchase. 

9) We must aleo explore what information, financial and 
otherwise, was given to any subordinate lenders 

the time of the alleged falsification /CemiMHted. 

In my conversation with Gould this morning, wherein he 
reported the- foregoing facts, he also mentioned that a man 
named ^lomon of that firm might be involved in the activities 
of Levine and Leit. Gould stated he doubted/very much but 
there were some rumors to that effect, accordingly we have 


< 
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to explore Solomon's activities, as well as the activities 
of all others who iray have, directly or indirectly, 
contributed to this picture. 

I reported the substance of the Gould meeting to 
trv Pollack and Barney Woodside, Chairman of SIPC. My own 
thoughts in the matter are that, if these violationd are 
as serious as would appear on the surface, we should 
anriairffTy think of having b grand jur r Muinq in 


having b grand jur/ heading in th^ 


^mat tej^, and Irv Pollack agreed with this approach. 
Accordingly, yefter we getr somewhat funder inythyr picture. 
and are aW^e to more definitive factsy^ono^rning 


re definitive factsyconcerniftg 


the fayfi fications^hd the people involved ^her^with, we 
should call the v. S. Attorney's Ofric^ and advise 
them of what we have and the need for a grand jury approach. 
\(l/* A lx J / 0 


'djf'jt jL- 0 


i (&r<L jfiij ■ 

& M<f J4 7' 
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In our meeting with the Exchange officials this 
morning concerning the Weiss situation, we were told, 
among other things, that the Exchange had satisfied 


itself X that with the i 




of some $1,200,000 


of new subordinated xoans, that the firm si would have 
4n excess of net capital of $200,000. 

As of 4i30 this afternoon. May 15, 1973, Jeffry 
Morrison was told by Mr. Shields of the Exchange that as of 
tomorrow morning, to wits May 16, 1973, Weiss, with an 


0JE $250 


,000 


of subordinated loans, plus a transfer 


of accounts (customers) which would ha \i the effect of 


reducing the firm's aggregate indebtedness, the Weiss firm 

jlho u/ 

will be in deficit to the tune of $3Q ff, 000. When Fitzgerald 
Sf tije $200,000 excesses of May 14, 1973 


ix should have been a $200,000 deficit; with the inclusion 
of the $1,010,000 subprdinated the firm had an excess of 

* £r\0d 

net capital of $8U,‘ULjU l fULf(n After an adjustment by the 
Exchange p examiner, there will be^eported above a defici 

of $122,000. . . A 


I called Milton Gould about this and rf^told him to speak 

A 

to the Touche Ross firm because their examination suggested 


. <9 
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pcj^ibly a need for additional capital. Gould said he 
wni± was taking all these things into consideration and 


the subordinated lenders were leaving tonight to raise 
at least $122,000 r ior to the opening of the Exchange. 
Goul/^o talk«9 with the tiSS^Tss people to see if 

A 

more money was needed. 
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EXHIBIT P - NOTICE OF MOTION PURSUANT TO RULE 12 AND 
AFFIDAVIT OF ALAN C. SOLOMON 

UNITED STATES DISTRICT COURT 
SOUTHERN DISTRICT OF NEW YORK 



r 



UNITED STATES OF AMERICA, 


Plaintiff, 


73 Cr. 693 


-against- 

ARTHUR J. LEVINE, SOL LEIT, ALAN 
C. SOLOMON, JOEL KUBIE and ROBERT 
K. LYNN, 


Defendants. 


Notice of Motion 
Pursuant to Rule 
12 of the Federal 
Rules of Criminal 
Procedure 


s 

Please take notice that, upon the affidavit of Alan 


C. Solomon, sworn to September 21, 1973, and the accompanying 


memorandum of law, the undersigned will move this Court, before 


the Honorable Robert L. Carter, at a time and place to be fixed 
by the court, for an order under Rule 12 of the Federal Rules of 
Criminal Procedure suppressing testimony given by defendant Alan 

0 

C. Solomon at the New York Stock Exchange on May 17^ 1973. 


Please take further notice that defendant Alan C. 


Solomon hereby joins in the motions to be made on such date by 
his co-defendants, including any motions attacking the validity 
of the indictment and those seeking a bill of particulars, insofar 


as the relief sought therein is applicable to him. 

/ 1,'J 

IA V / 1 


New York, N. Y. 
September 24, 1973 


Nickerson, Kramer, Lowenstein, 
Nessen, Kamin & Soil 

JH 1 ' ,i U ,-r- 


"Arthur 6. Kramer 
A member of the firm 
Attorneys for Defendant Alan C. 
Solomon 

919 Third Avenue 
New York, N. Y. 10022 
(212) 688-1100 


f 
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TO: HON. PAUL J. CURRAN 

United States Attorney for the •' 

Southern District of New York 
United States Courthouse 
Foley Square 
New York, N. Y. 10007 

JOSEPH E. BRILL 
Attorney for Defendant Arthur 
J. Levine 
233 Broadway 

New York, New York 10007 

FINLEY, KUMBLE, UNDER3ERG, ROTH 
fc GRUTMAN 

Attorneys for defendant Joel-Ruble 

477 Madison Avenue 

New York, New York 10022 

LEE FELTMAN 

Attorney for Defendant Sol Leit 

295 Madison Avenue 

New York, New York 10017 
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UNITED STATES DISTRICT COURT 
SOUTHERN DISTRICT OF NEW YORK 


UNITED STATES OF AMERICA, 


Plaintiff, 
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73 Cr. 693 


-against- 

ARTHUR J. LEVINE, SOL LEIT, ALAN 
C. SOLOMON, JOEL KUBIE and ROBERT 
K. LYNN, 

w • 

i 

Defendants, 


AFFIDAVIT 


STATE OF NEW YORK ) 


• 88 • • 


COUNTY OF NEW YORK ) 


Alan C. Solomon, being duly sworn, deposes and 


says: 


1. I am one of the defendants in this action. I 
make this affidavit in support of a motion to suppress certain 
testimony which I gave before the Department of Member Firms 
of the New York Stock Exchange on May i.7, 1973. 


2. I am 34 years old and reside with my wife and 
three children at 350 Evandale Road, Scarsdale, New York. I 
graduated from Cornell University in 1960 and I then entered 
the securities business as a trainee with the firm of Kaufmann, 
Alsbcrg & Co. After a short interim period with another 
brokerage firm, I joined the New York Stock Exchange member firm 


of Weis, Voisin & Cannon in 1964 or 1965. Weis, Voisio & Cannon 






t 

later changed its name to Weis Securities, Inc. I continued 
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to work at this firm until its demise in late May of this year. 


3. Thus, all of my adult working life had been spent 


until May of this year in the securities business, i have no 


other working skills or experience. 


4 . I was the officer at Weis Securities in charge 


ol the firm’s trading department. I was responsible for all 


firm trading activities and supervised the other employees of 


the firm who were responsible for executing orders received 
from Weis' many retail brokerage customers. Although I held 


the title of Treasurer of Weis Securities, the responsibility 
for supervising the firm's financial affairs and record keeping 
rested with others. I had no experience in accounting nor 
any actual responsibility for keeping the books and records. 


My experience, as I said, was in the area of trading and it 


was by conducting these trading activities that I made my 


contribution to the firm. 


5. I had myself been a member of both the New York 


Stock Exchange and American Stock Exchange at various times 


during my Wall Street career, but my seats on both exchanges 


were transferred to other members of the firm for internal 


operating purposes some years before the events in May 1973, 


which are described below. But I continued, at all times in *ood 


/ 


2 





standing, to be an allied member of the New York Stock Exchange.” 

» . 

Indeed, the retention of this good-standing status was critical 
to the performance of my trading activities at Weis Securities 
and to any job which I might hope to hold elsewhere in the 
Wall Street community. My skills and unique experience 
involved trading of securities listed on the New York Stock 
Exchange and I could not, as a practical matter, use these to 

obtain employment were the Exchange to suspend my allied member¬ 
ship. 

6. Commencing in April of 1973 the Department of 
Member Firms of the Stock Exchange began investigating the 
affairs of Weis Securities, which was thought to be in some 
financial difficulty. Various Stock Exchange personnel 
came to review the books and records of Weis and I was made 
aware that questions had been raised concerning whether the 
firm had complied with the net capital and reporting requirements 
which the Exchange and the Securities and Exchange Commission 
CSEC") imposed on Exchange Member firms. I also knew that 
various employees and officers of Weis Securities were being 
interrogated from time to time by employees of the Stock 
Exchange. 

7. On May 14th or 15th I received a call from 
a lawyer on the staff of the Department of Member Firms 

i 

instructing me to appear at the offices of the Department of 










Member Firms of the Stock Exchange on May 17th to testify on 
matters relating to the financial condition of Weis and its 
compliance with the net capital requirements for member firms. 

I then arranged to meet on May 15th with Alan Hoffman, a member 
of the law firm of Shereff, Friedman, Hoffman & Goodman, 919 
Third Avenue, New York, N.Y., who I was told had extensive 
experience in securities matters. I hadn't met Mr. Hoffman 
previously. I spent approximately 3 hours with him on May 15th, 
telling him what I knew of the firm's financial condition and 
record keeping procedures. 

«*• 0 . 

8. On May 17th Mr. Hoffman accompanied me to the 
offices of.the Department of Member Firms where I was questioned 
at great length by various Exchange employees. The chief 
interrogator was Mr. Dennis Pape, Special Counsel to the 
Exchange. The questioning was conducted off-the-record for 
approximately two hours. I was then interrogated on-the-record 
from 11:30 A.M. to 12:30 P.M. and from 3:30 P.M. to 5:30 P.M. 

9. When I retained Mr. Hoffman to represent me he 
told me that he had had no criminal law experience. At the time 
neither he nor I regarded this as a matter of any significance. 
Mr. Hoffman told me that to his knowledge there had never been 
any criminal case brought by the government for failure of any 
member firm or its officers to comply with the net capital and 
reporting requirements of the Stock Exchange and the SEC. 
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10. My Concern at the tine was to retain my allied 
membership in the Exchange and the right, which was dependent 
upon that membership, to continue to earn a living in the only 
way in which I was equipped to. I knew that I could not refuse 
to answer any questions which the Exchange through its staff 
members would put to me about the conduct of firm affairs 
and still retain my allied membership. I was aware of the 
provisions of Article XIV of the New York Stock Exchange 
Constitution which empowered the Exchange to suspenu me if I 
refused to cooperate and answer all the questions put to me 
during the May 17th interrogation. Mr. Hoffman confirmed that 
I was subject to suspension by the Exchange if I should refuse 
to answer and encouraged my cooperation to avoid that denouement. 
My best present recollection is that Mr. Pape and his cohorts 
in the off-the-record discussions which preceded their formal 
interrogation, also reminded me of the sanction of suspension 
which could be imposed if I did not testify. 

11. I have since learned that others of che 
defendar, s' were also summoned to testify at the Exchange in 
mid-May. Messrs. Levine and Leit, I have been told, refused to 
testify before the Exchange because of the fear of self-incrimina- 
tion. I have also been advised that Mr. Levine, for one, was 
later suspended by the Exchange for his refusal to testify. 



V* 
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12. No member of the Exchange staff who participated 
in the May 17th interrogation ever told me either on or off 
the record that I might refuse to testify if i had any concern 
about possible self-incrimination, or that anything that I 
might say could be used against me in any subsequent criminal 
proceeding. On the contrary, I was encouraged to believe that 
if I was cooperative and candidly told all that I knew of the 
affairs of Weis, that I had a reasonable chance of continuing 
in the securities business. I answered all the questions as 
fully as I could in that spirit; I was led to believe when the 
inter rogation was concluded that they were satisfied with my 
answers and that my cooperation would weigh heavily against 
imposition of any severe penalties by the Exchange. 

13. The fact is that within a matter of days the 
Department of Member Firms had forwarded the transcript of 
my testimony to the New York Regional Office of the SEC. On 
May 24th the SEC filed a civil complaint in this Court seeking 
the appointment of a receiver and an injunction against Weis 
Securities •' continuing to conduct its business -- the net 
effect of which was to precipitate the demise of Weis Securities. 

A lengthy affidavit executed on May 23, 1973 by one Jeffrey S. ' 
Morrison of the Commission's staff contains some evidence which 
indicates that the complaint in that civil action was based in 
part upon the testimony given by me at the Exchange on May 17th. 
That affidavit is also replete with references to the fact that 







t 


the Exchange and Commission staffs had been engaged in a joint 

investigation into the affairs of Weis and its books and records 

beginning in April 1973. 

•_ • • / ’ 

14. The questions put tc me by the Exchange staff 

during their questioning o me on May 17th dealt exclusively with 
my knowledge of the financial affairs of Weis Securities, whether 
it was in compliance with the net capital requirement ratios 
specified in New York Stock Exchange Rule 325, and whether I had 
any knowledge about the accuracy of the Joint Regulatory Reports 
which Weis was required to file each month with the Exchange and 
the Commission. In short, the interrogation was limited to 
and focused upon the very charges laid agai*: t me in the 
present indictment. 


A. C A-,- 

Alan C. Solomon 


Sworn to before me this 
21st day of September, 1973 


€% k. 

Notary Public 


ARTlItn B. HHAMER 
Notary Public, Th e c* <:ew York 
No. 3' J. ''7L0 
QmMi'.i in lit* York C«umy 
Commit lion i , ,r. i U,itk M 1C. J 
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STATE Cl' NEW YORK ) 


COUNTY OF NEW YORK ) 


t 68.: 


„ Ma “ reen “«ry, being duly sworn, deposes and savs 
that deponent is not a party to the action, is over 18 years of 
g and resides at 63-58 Woodhaven Boulevard, Forest Hills h pu 
Y ork. That on the 24th day of September 1973 ' ew 

ar sssS sSzST 

S" 1 ”p- 

State d New^rkf U " ited Stat6S POSt Cfflce yibhin the 


Hor.. Paul J. Curran 

United States Attorney for the Southern 
District of New York 
United States Courthouse 
Foley Square 

New York, New York 10007 


Joseph Brill 

Attorney for Defendant Arthur J. Levine 

233 Broadway 

New York, New York 


FINLEY, KUMBLE, UNDERBERG, ROTH & 
GRUTMAN 

Attorneys for Defendant Joel Kubie 
477 Madison Avenue 
New York, New York 


LEE FELTMAN 

Attorney for Defendant Sol Leit 
295 Madison Avenue 
New York, New York 


Sworn to before me this 
24th day of September, 1973 


/ •; 


Notary Public 


.. . rcAtrjirr 


.. r *• «• * // i n — 
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EXHIBIT Q - NEW YORK s(TOCK EXCHANGE MEMORANDUM 
DATEO MA/ 4. 1973 

Mew York Stock Exchange 
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r) 

U. 


May A, 1973 


): uilll*- Shiclc’n, and Flic 

ROM: R. M. Bishop 

UDjriCT: ».» * ;• ft err - ! tf . Inc . 


Milton Could, of Shea, Could, Cllir.cnko & Kroner, a major 
apltal contributor to Weis Securities, called no hetween the 
«ard meeting and the press conference yesterday. He told me thaty 
15 nillion capital had been delivered to Weis ouring the day , 

»d that they consequently bell*vad the firm in capital compliance, 
urther, he said that the ladenburg deal would close on ^ e ^^’ 000 ‘ 
rincinr in SI. 4 million more and that he expected another $ >00,000 
I J^edi.Jeiy from Chicago, and $500,000 from Philadelphia. 

Mr. Could told nc that he had been closely involved in the 
iituntion ever since Arthur Levine reported his suspicion that all 
ras not- veil. Mr. Could had been involved in cabling in the 
auditors and notifying the Exchange. It was apparent from the 
letail Mr. Gould was mentioning that he was fully as conversant of 
ill firm's financial facts as is the Exchange. He gave ne his 
personal assurance that the firm is not going to be permitted 
continue having capital problems. o 

Mr. Gould also told me that he reported at length on the 
firm's situation to Bill Koran and someone else at the SEC. 


cc: T. 11. Fitzgerald 










/ 


Mew 


York Stock 


Exchange, Inc. 


MEMORANDUM 

• May 2, 1973* 


To: Paul Fitzgerald, Fred Stock 

FROM: Bill Shields 

Cl'BJ^CT: Weis Securities Inc . 
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Jack Womack reported Monday, April 30, that it 
appears that the firm was in violation as of the end of 
March. Jack said the firm would be in violation by 
approximately $200,COO if their figures are confirmed as 
accurate. The examiners will finalize the March figures 
today and immediately begin work on April figures. The 
examiners based on the assumption of two changes in the 
firm s capital position do not feel that April will result 
in a violation. However, it is too early to tell. The 
tv;o items in question are the reported reductions of 
$1.£ million ir» proprietary positions and an underwriting 
charge of $600,000 as of March which the firm states is 
not applicable at the end of April. 

/ The above information was reported to Charles ' 
Dorrler of the SEC on April 30. 



cc:* Mr. James Swartz- 
Mr. D. Calvin 




Bill Shields 










. . 


Fil OM: 

SU3JZCT: 


RShw Vok:c Stock Exchange. Enc. Va 

Msacdsw«\syM V 

•* . ' M&y 9, 1073 • . A 

• • • 

Messrs. Stock and Titzgcrald 
Bill Shields 

SEC end SIPC Conversation -- Up is Securities. Inc. 
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* On May 7, 1973 I spoke with both Mr. John Youngs of the 

SEC ar.d Mr. Lloyd McChcsnsy of SIPC. I reported to both 
individuals chat as of May 7 it appeared that in view of the final's 
Apri}. loss of $575,000 that they were presently in violation of 
our Nat Capital Rule by approximately $200,000. 

I informed them that in our meeting with the firm, the 
firm had reported that they would sign a merger agreement with 
Ladenburg, The Iran & Co., Inc. on May 3 and upon the signing 
” of* tha merger agreement, $1.1 million of additional capital 
presently being held in escrow by their attorneys would be infused 
into the firm. Additional capital v7orld then be added to bring 
the firm’s ratio below $1000% so that they could proceed with 
the merger. 


cc: Messrs: Bishop 
Calvin 
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. New Yop.k Stock Exchange. Emc. 

• • 

; ' * -MEMORANDUM . 

Hay 9, 1973 

TO: Messrs. Stock and Fitzgerald 

FROM: Bill Shields 

• • 

SUBJECT: SEC Conversation -- Weis Securities, Inc. 


On Kay A, 1973 I spoke vrith Mr. William Finnigan of the 
SEC regarding the current position of Wets Securities, Inc. I 
■ told Mr. Finnigan that the March violation was approximately 
$800,000 and that the known corrective action to date was 
$1.4 million. However, we did not know the amount of the April loss. 

I also told him that a meeting was scheduled for 
Monday at which time the firm reportedly would be submitting 
.documentation on an additional $1 million of capital. 

I advised him that I would keep him abreast of the 
situation as new facts are learned. 

• • 

cc:* Messrs. Bishop 
Calvin 
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OPINION NO. 40903 DENYING MOTION OF ALAN C. SOL UHUFT " 
(Carter, D.J.) (FII^LJuBe 28^_1974) 

UNITED STATES DISTRICT COURT @ ° PV 

SOUTHERN DISTRICT OF NEW YQRK ( ^ 
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UNITED STATES OF AMERICA, 

Plaintiff, 


- against - 


ALAN C. SOLOMON, 


Defendant. 


f " « c \ 
( J0W2?!974 ') 

.<? // y 


73 Cr. 693 




APPEARANCES: 


Paul J. Curran, Esq. 

United States Attorney for the 
Southern District of New York 
United States Courthouse 
Foley Square 

New York, New York 10u07 
by Henry Pntzel, III, Esq. 
Assistant United States Attorney 
Attorney for Plaintiff 


Messrs. Nickerson, Kramer, Lowenstein, 
Nessen, Kamin & Soil 
919 Third Avenue 
New York, New York 10022 
by Arthur B. Kramer, Esq. 

Attorney for Defendant 


CARTER, District Judge 


f. 


■ft* 














Defendant, a former officer and director of 
Weis Securities (Weis) (a registered brokez-daaler and 
a member of the New York Stock Exchange at the time in 
question) is under indictment, charged with knowingly 
causing false financial statements to be filed with 
the Securities and Exchange Commission (SEC) and the New 
York Stock Exchange (Exchange). The factual bases for 
the pending charges were uncovered in an investigation 
by the Exchange which commenced on or about April 12, 
1973, when the Exchange Department of Member Firms 
received information of Weis' capital violation from two 
Weis officials. The information caused the Exchange to 
send to Weis the next day a team of Examiners to go over 

its books and records to determine the exact status of 

% 

Weis' financial situation Daily reports were made to 
the SEC in Washington and in New York beginning on 
April 27th. At that time, while aware of the capital 
violation, the Exchange investigators believed the situa¬ 
tion might be corrected. 

Some time early in May, however, the investi¬ 
gate sealed the grave dimensions of the problem. 

It revealed that officers of Weis had participated in 

deliberately and fraudulently altering the firm's books 

i 

and records. On May 10, 11 and 14, Robert Lynn, acting 
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oonfroller, ana Joel Kubie, former controller of Weis, 
testified at a hearing conducted by the enforcement 
division of the Department of Member Firm3 of the Exchange, 
and all the sordid details were disclosed. 

On May 14, Milton Gould, outside counsel to 
Weis, advised William Moran, New York Regional Adminis- 
trator of the SEC, of the fraudulent activities which 
Weis had committed. The SEC then undertook its own 
investigation. On May 16, it subpoenaed from the Exchange 
all books and records in its possession in connection 
with its investigation, and assigned an SEC team to.. ** 
Weis to go over its books and records. ^ . 

On May 17, 1973, the defendant gave testimony 
to representatives of the Department of Member Firms 
of the Exchange. As an allied member of the Exchange, ; 
he was advised by Exchange counsel that he was subject 

to expulsion or suspension from such membership if he 

% 

Bade a material misstatement. Moreover, Article XIV, 
Section 9 of the Constitution of the Exchange 1 subjects 


.» i 

.’j H 

' j 

It -* 


NEW YORK STOCK EXCHANGE CONSTITUTION, ARTICLE XIV, 
SECTION 9. 

Whenever it is adjudged in a proceeding under 
this Article that a member, allied member or approved 
person has been required by the Board or any committee, 
officer or employee of the Exchange authorized thereby 

- 2 - 









I 


• 



a member or allied member to expulsion for refusal or 
failure to furnish informat Ion or to appear and testify 
before an authorized officer or body of the Exchange 

in respect of the books and records of his firm. Solomon 

- %■ 

appearedM/ith counsel. There is no indication in the 
record that he was advised of his right to remain silent. 
He spoke rather freely but in essence'his statements 
were an attempt to exculpate himself from the unlawful 
acts as best he could. 


On or about June 1, the United States Attorney's 
Office for this district entered the picture which resul¬ 
ted in the presentation of the matter to the grand jury 
and indictments being handed down in July, 1973, against 
Arthur Levine, Sol Leit, Joel Kubie, Robert Lynn and the 
defendant. 


[ Footnote continued from previous page ] 

to submit his books and papers or the books and 
papers of bis firm or of any employee thereof or 
the books and papers of the member corporation 
in which he is a stockholder, or of any employee 
thereof to the Board or any such committee, officer 
or employee or to furnish information to or to 
appear and testify before or to cause any such 
employee to appear and testify before the Board 
or any such committee, officer or employee and 
has refused or failed to comply with such require¬ 
ment, such member or allied member may be suspended 
or expelled and such approved person may have his 
approval withdrawn." 

« 
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On or about Tune 3, 1973, the SEC secured a 
transcript of defendant's testimony pursuant to a sub** 
poena. The government proposes to use this testimony 

4 

in the forthcoming criminal trial of defendant. 

Defendant moves to suppress the statement 
and for an order for a hearing to determine whether the 
use of defendant'r testimony in the grand jury proceed¬ 
ings has rendered the indictment fatally defective, or 

a 

in the alternative, whether because of such use various 
counts in the indictment can survive. The fundamental 
thrust of defendant's motion is that Article XIV, Sec- 

9 

tion 9 of the Exchange Constitution which compelled 
defendant to testify on threat of expulsion, with the 
resultant loss of his means of livelihood, the self¬ 
policing activities of the Exchange in the enforcement 
of its own rules and in the enforcement of compliance 
with the provisions of the Securities Act of 1933 and 
the Exchange Act of 1934 and the rules and regulations 
of the SEC by its members and allied members, and the 
cooperation between the Exchange and the SEC in the 
investigation of this matter constituted a violation 
of defendant's Fifth Amendment rights under standards 

t *. 

enunciated in Lefkowitz v. Turley , _ U.S. _, 

94 S. Ct. 316 (1973); Uniformed Sanitation Men Associa ¬ 
tion v. Ccmrissioner of Sanitation . 392 U.S. 280 (1968); 
and Garrity v. New Jersey . 385 U.S. 493 (1967). 











enunciated in Smith v. Rha 
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duty of surveillance of member firms to determine whether 
they are in violation of the Exchange and SEC rules and 
regulations; from Aubrey Womach, then a principal examiner 
of the Exchange, whose function was to go over books and 
records of member firms; from Jeffrey Morrison, SEC Senior 
Examiner; William Moran, New York Regional Administrator; 
Franklin P. Ormstem, SEC Investigator; and James Schreiber, 
former Assistant United States Attorney, who presented the 
case to the grand jury which handed down the indictment in question. 

Defendant relies upon holdings by this and other 
courts that the Exchange in its self-policing function of 
requiring its member firms to comply with SEC rules ancl 
regulations, as well as its own, is engaged in a function 
sufficiently governmental to require that certain of its 
ucts be i.ivest.-d with due process safeguards. See, e.g. . 
Intercontine n tal Industries Inc, v. American Stock Exchange , 
452 F. 2d 935 (5th Cir. 1971); Crimmins v. American Stock 
Exchange, 346 F. Supp. 1256 (S.D.U.Y. 1972). These govern¬ 
mental trappings while basic for invocation of the G arrity 
proscription, do not without more, necessarily bring the 
matter within the enclave G arrity encompasses. 

Uni ted States v. Kordel , 397 U.S, 1 (1970); 
Donaldson v. United States . 400 U.S. 517 (1971); United 
States v. Churchill , 483 F. 2d 268 (1st Cir. 1973' raised 
questions closely similar to the one raised here. In 
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Churchill , the Small Business Administration (SBA) initiated 
a civil action against a company in which defendant and 
others allegedly engaged in fraudulent activities. The 
SBA suspected criminal violations and discussed the matter 
with the Department of Justice, but was advised that gaps 
in evidence made the case an unlikely candidate for 
successful criminal prosecution. In the civil proceed¬ 
ings the SBA was awarded $306,377.08; a receiver was 
appointed for the corporation, and an SBA attorney was 
made attorney for the receiver. Thereafter, an involun¬ 
tary bankruptcy proceeding was instituted againot one of 
the defendants. The attorney for the receiver entered an 
appearance in the hearing. Some of the co-defendants 
were questioned but not the defendant himself. None 
were told that criminal conduct was suspected, nor advised 
of their right to remain silent. Their testimony closed 
many of the evidentiary gaps and criminal prosecution 
resulted. It was held that no violation of defendant's 
rights had taken place. 

Similarly, in the other two cases cited the 
governmental agency first instituted civil proceedings, 
and upon learning of the criminal violations through 
civil discovery, then proceeded to use the evidence 
gained in the civil proceeding to prosecute for the crim- 

4 

inal violations. In each case the defendants' rights 
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were held not to have buun violated uiitco the civil 
discovery had occurred before the case was actually 
referred for criminal prosecution. The basic rationale 
on which these decisions rest is that "to require a 
governmental agency * * * * invariably to choose either 
to forego recommendation of a criminal prosecution once 
it seeks civil relief, or to defer civil proceedings 
pending the outcome of a criminal trial" would stultify 
enforcement of federal law. Kordel at 11; and see Donald¬ 
son at 535, and Churchill at 272. In each case it was 
pointed out that there had been no showing that the civil 
proceedings had been instituted to secure evidence for* 
the criminal prosecution. 

Defendant's position is that those cases are 
not in point because in none of them was a defendant 
given the Hobson's choice of testifying or facing loss 
of employment, which was the critical issue in Garrity . 
that, however, was not the basic thrust of Garrity . 

The real point made in that case was that an arm of 
government empowered to grant immunity from criminal 
prosecution could not make a witness choose between 
giving up his job or waiving his Fifth Amendment privileges 
The legislation in question in New York and New Jersey 
in Garrity, Lefkowitz, and Uniformed Sanitation Men 








AijioM.ii l<.n m ,, ... , 

‘ '"’ r utlr-fl l» fi 

° r ‘ 9hh t0 tWMln •“«»* <« «lU„c. on tho , Uth 

Amendment Ouar.nt.e the basis for discharge. ^ iUo/ 

Sgrd ner v. Broderick . ms u.s. 275 

situations an answer may be compelled only If there ie 
immunity from federal and state use of the compelled 
testimony or its fruits i„ criminal prosecutions against 
the person testifying See also Speuack v. Klein. 3 S5 

U.S. 511 (1967), Murphy v. Wat erfront Comml..ip- 378 

U.s. 52, 79 (1964). 

Un iformed Sanitation Men , supra , makes clear 
the reach of Garrity. There it was said at 284 that 1 
public employees may be required to -answer questions 
specifically, directly, and narrowly relating to the 
performance of their official duties o- pain of dismissal 
... without requiring relinquishment of the benefits of 
the constitutional privilege." 

Here, whatever the reach of the Exchange's 
quasl-governmental status, it had no authority to prose¬ 
cute defendant criminally or to grant him Immunity so 
that neither his answers nor their fruits could subsequently 
be used against him in criminal proceedings. See, tef. 
kqwitz,_ supra , 94 S. Ct. at 325. 
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The evidence discloses that the Exchange had 

i 

uncovered a serious problem at Weis; as soon as its 
investigation disclosed that Weis had been in violation 
of its rules and SEC regulations, it advised SEC 
officials, as it was required under law. The first 
consideration for the Exchange was to determine how 
viable Weis' financial situation was, and what could 
be done to cushion whatever losses Weis' customers might 
be required to suffer. The Exchange initially sought 
co effectuate a merger with Weis or takeover to save 
the situation. As its investigation probed more deeply, 
it became manifest that nothing could save the situa¬ 
tion . 

The Exchange was not a condu_t for passing on 
the defendant's statement to the government. Its reports 
to the SEC were general outlines of what the Exchange 
had learned. Knowledge of the criminal aspects involved 
came to the SEC^first from sources other than the Exchange. 

At that point, the SEC launched its own investigation, and 
subpoenaed all documents the Exchange had on the matter. 

At the time tha subpoena was issued, although Lynn and 
Kubie had already given statements detailing the criminal 
violations that had occurred, the defendant had not 

‘ . 
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testified. j testified on May 17, the day after the 
Lynn and Kubie transcripts had been aubpoe.iaed. Once 
transcripts of Lynn and Kubie's testimony were read by 
the government, the possibility of criminal prosecution 
became a reality, and on June 1, the government began 
its criminal inquiry. Under the Churchill , Donaldson 
and Kgrdel standard, since the matter had not been referred 
for criminal prosecution until after defendant’s appear¬ 
ance and testimony before the Exchange, the use of his 
testimony cannot be held to violate his rights. 

All during the investigation the Exchange 
acted in good faith seeking to fulfill its obligations' 
under the law. It did not voluntarily turn over the 
defendant's or any other statement to the SEC. It com¬ 
plied with a subpoena, as it was r-:quir~d to do. It 
was foreseeable, on May 17, when the Exchange took defend¬ 
ant's statement that the transcript of what he told the 
Exchange would;reach the government by subpoena. Yet, 
criminal prosecution was not then a certainty. There 
were a number of alternatives available to the SEC and, 
indeed, the first thing the SEC did was to seek injunc¬ 
tive relief. Defendant's argument that this is the 
^^®t time that the violations involved here had been 
the subject of criminal^ prosecution, it seems to me. 
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wc.ikiMi;: hiu cM.'if, iind cons Li tu Uu; a concession 

the government had various options open before 
deciding to seek the indictment. 


that 

finally 


On May 17, at the hearing before the Exchange, 
defendant was represented by counsel. He was compelled 
to testify in the sense that he realized that if he 
refused to talk or made false statements, he would be 
expelled from membership in the Exchange. Too much 
cannot be made of that, however, since defendant also 
must have known that the disciplinary action against 
him by the Exchange as a result of his testimony was 
a very real possibility. In any event, Garrity and 
cognate cases are inapposite. 


There is no proof of bad faith by the govern¬ 
ment. Tnere is no showing that it used the Exchange 
to gather evidence for the instant criminal proceeding, 
or that it exercised its authority to use the civil 
process to make out a criminal case. The only showing 
is that the SEC learned of the possible criminal nature 
of Weis' problems and decided to pursue criminal prose¬ 
cution as one of the courses of action available to it. 
That decision was not the result of collusion between 
the Exchange and the SEC or bad faith on the part of 
either. The defendant, therefore, cannot prevail. See, 
S m i th v. Rhay , supra. Accordingly, the motion is denied... 
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In view Of the above disposition of the matter, 
there is no need to discuss the other points defendant 
raises. 


SO ORDERED. 


1 

t 

• 4 


I 


Dated: 


New York, New York 
June 28, 1974 




ROBERT L. CARTER" 
U.S.D.J. 
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ENDORSEMENT DENYING MOTION OF ALAN C. SOLOMON 
(Carter, D.J.) 


pwirgp STATES V. ALAN C. SOtOtPM 


73 Cr. €93 
KHDORBEMENT 



Defendant bring* to the court'a attention 
united State* as rol. Barry L. 0annoy v, Montanye, 
slip Op. no. tiim Tio, MA). • second circuit 
deal*Ion which had not played any part In considera¬ 
tion or determination of the notion to auppress in t_ 

the instant case. Defendant contends that Banner supports 
Its contention* that the notion to suppress should be 
granted and nows* for reconsideration. The court has 
now studied Sanney and concludes that its rational* 
is fully consistent with the court'* decision on this 
notion. 


In Sanney, there was Manifest collusion with 
criminal investigative authorities to secure incrimi¬ 
nating statement* from the defendant. Nevertheless,^ 
the statements were not suppressed. The rational* of 
my holding hor* waa that absent proof of such collusion, 
thero ia no basis on whioh a motion to suppress will 
lie* Gcjit.- v 1* certainly not Inconsistent with the 
result reacned, and accordingly, the notion to recon¬ 
sider is denied. 


SO uRDERED. 


Datedi New York, New York 
July 31, If74 



(jJh 


ROBERT L. CARTER 
U.S.D.J. 








371e 


z 
• 

: STIPULAT ION 
s 73 Cr. 693 

x 

IT IS HEREBY STIPULATED AMD AGREED by and between 
Paul J. Curran, United States Attorney for the Southern 
District of Mew York, Henry Putzel, III, Assistant United 
States Attorney, of counsel, and Arthur B. Kramer, counsel 
for the defendant ALAN C. SOLOMON, and by the defendant 
himself personally that If appropriate witnesses were called 
to testify at the trial of Count 7 of the above-captioned 
Indictment, such witnesses would testify as follows: 

1. At all tines herein relevant, Weis Securities, 
Inc. (formerly known as Weis, Volsin A Cannon Co., Inc., 
and as Weis, Volsin A Co., Inc.)(hereinafter "Vela") was a 
brokerage firm and nenber of the Mew York Stock Exchange and 
the American Stock Exchange, having its principal place of 
business at 17 Battery Place North, New York City, New York. 
Weis transacted a business In securities on Its own behalf 
and on behalf of approximately 50,000 customers and/or 
accounts. Prom March, 1972 through June 4, 1973 Weis 
experienced substantial losses which impaired Its net capital 
and Its ability to continue In business. 

2. Arthur J. Levine was the Chairman of the 
Board and Chief Executive Officer of Weis and, as such, had 
and exerolsed overall responsibility for Weis' operations. 


STIPULATION OF FACT 

UNITED STATES DISTRICT COURT 
SOUTHERN DISTRICT OP NEW YORK 

UNITED STATES OP AMERICA, 

- V - 

ALAN C. SOLOMON, 

Defendant. 










3. Sol Lelt n> th* President am) CMef operating 372 . 
erncr of V.l. and . dir. 0 tor of wei. and. . uoh , haa 1 ~ 

*° d exrrel.ed prlcary axeeutlve responsibility for tbe day- 
to-day operation of Vela and for the preparation and 7 

maintenance of current and accurate books and records and 
of financial reports and statements of financial condition. 
Including those required to be submitted to the United Stotes 
Securities Exchange lioonlsslon, the New fork stock Exehan-e 

.wd tbe Anerlean Stock Exchange and others required to be 
•tmt to Weis customer*. 

Defendant Alan C. Solomon ("Solonon") was the 
TTCMurer and sn Exccutle. Vico Prcoldent and a director of 
Vela. Solo'ion’» primary funotlon at Wela waa to superrlse 
th. trading of aecurltles for the flrn'o account and to j 

auperelao all othar proprietary trading sotleltles of the 
fir. end th. execution of securities order, for and on behalf ; 
of V.l. cuatonors. A. Treasurer. Solooon alpncd th. monthly | 
Joint Regulatory Report, subnltted to th. Hev York Stock 
Exchange and th. Amarlc.n Stock Exchar.ro. Including tho.e |i 

referred to In paragraph 11 of this Stipulation but he 
perforeed no other dutlea normally performed by a chief 
financial officer. 

5. Joel Xuble was the CorrptroUer and an 
Executive Vice President and a Director of Weis. As Conp- 
troller, Kubie had responsibility for the accounting and 
related department, of Weis and supervised preparation and j 
maintenance of current and accurAte books and record, and j.. 

of financial reports and statement, of finanolal condition. 
Including those required to be submitted to the United States 
Securities Exchange CoraRisoion, the New York Stock Exchange 
ard the American Stock Exchange and others required to be 
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6 . Robert K. Lynn was the Assistant Comptroller 
end a Vice President of Vels and a subordinate or Kuble. 

7 . Government's Exhibit 1 Is a true and complete 
transcript of testimony given by the defendant Soloaon to 
the Division of Conduct of the Kew York Stock Exchange on 
Hay 17, 1573. 

8 . Government's Exhibits 2A-2H are carbon copies 
of order tickets prepared and executed by the defendant 
Soloaon reflecting the purchase by Vels for Its own account, 
nunber 80166, of $700,000 In Pan American World Airways, Inc. j 
convertible 4-1/2* bonds due August 1, 1986 (hereinafter, 
the "Pan Am bonds’*). 

f/. Government's Exhibit 3A Is a photostatic copy 
of Vels trading account nunber 80166 for January, 1973, 
reflecting that on January 11, 1973, the $700,000 Pan An 
bonds sere recorded as $700,000 Pan An bones due Janusry 15, 
1984, and further reflecting that on January 15, 1973, the 
bonds were transferred from acoount nunber 80166 to occount 
nunber 9*219. Exhibit 3B Is the original Vels Journal entry 
directing the computer to nis-record the Pan An bonds as 
eat forth above. 

10. Government*a Exhibit 4 la the original of a 
schedule prepared and maintained by Robert Lynn and Jcol 
Kuble oumrarlainr, various false entries on the books and 
records of Vels as at January 26, 1973. Pace three of this 
exhibit, at line lfl, rends "Tan Am bonds $208,111** and shows 
the anount of the over-valuation of the Pan Am bonds 
referred to above. 
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11. Government's Exhibits 5 and 6 were each rre-374 a 
V*r*4 under the superrlslon of Kuble and Lynn. Each were 
signed by defendants Levine, Leit and Solomon and filed 

with the new York Stock Exchange on February 21 and March 
. . 21, 1973, respectively. In accordance with applicable New 

Tork Stock Exchange and Anerloan Stock Exchange rules. The 
computation supporting ltens 370, 9*0 and 970 of each report 
was arrived at by nisvaluing the Pan Am bonds In the nanner 
described above. 

* . * 

12. Ooverment*s Exhibit 7A Is a phctoatatic cory 
of the original Vela Journal entry of April 12, 1973, dir¬ 
ecting the computer to correct the ala-recorded Pan An bonds 
as set forth In paragraph 9 above. 

13. Government's Exhibit 7B is an original copy 

of the Weis Journal entry of April 13, 1573. directing the 
computer to transfer the 3700,000 Pan An bonds from account 
number 9*219 to account number 93319. ‘ 

1*. Government's Exhibit 7C is a photoatatic copy 
of the monthly statement for Weis trading account number 
98319 for the period ending April 27, 1973, which reflects 
that on the 19th, 2*th, 25th, 26th and 27th of April, 1973, 
the 3700,000 Pan Am bonds above were sold by the firm. 

15. Ooverranent's Exhibits 8A - 8S ere carbon 
copies of order tickets prepared and executed by the defen¬ 
dant Alan C. Solomon reflecting the sale of the $700,000 
Pom An bonds. 

16. Sol Leit, JOel Kuble and Robert Lynn, if called 
as Government witnesses, would testify tnat they net with 
Solomon in a private dining room at Christ Celia's Restaurant, 
Manhattan, In mid-December of 1972; that one of the eubjectc 
under discussion at that meeting was what steps could be 












" taJcen to reported profit© of Wei©; that Solomon sug¬ 

gested that bond© could be purchased which were due In a 
given year and, after purchase of such bonds, the books 
could be altered to reflect that the bonds had a due-date 
which materially increased their value; that Solomon picked 
as an example the difference in market value between the Pan 
An bonds due in 1986 — which were then selling at approx¬ 
imately $52 — and Pan Ad bonds of identical description 
due in 1984 — which were then selling at approximately $30. 

17. That Scl Leit and Arthur Levine would testify 
that, following Solomon's suggestion described above, they 
directed Solomon to purchase Pan Am bonds of 1986, and, 
after Solomon had executed such purchases, Leit directed 
Wei© employees under his supervision to change the desig¬ 
nation of such bonds on the book© of Weis a© set forth above. 

18. That Sol Leit would testify that Solomon 
supervised the trading of securities in Weis firm trading 
accounts numbers 80166, 94219, and 98319. 

19. If called to testify as Government witnesses, 
Arthur Levine, Sol Leit, Joel Ruble and Robert Lynn would 
each testify that commencing no later than the meeting 
described in paragraph 16 through April, 1973. they met on 

a number of occasions with the defendant Solomon both at the 
offices of Vela and at other locations in New York City and, 
at such meetings, discussed, inter alia, the following: 

a. Weis waa losing substantial amounts of 
money from month-to-month; 

b. Joint Regulatory Reports filed for January 
and Pebruary, 1973 (Government's Exhibits 5 and 6) with the 
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New York Stock Exchange and the Anerlcan Stock Exchange 
were false In that, among other items, the unconsolidated 
income figures therein contained Improperly overstated 
Income attributable to the mlsvaluatlon of the Pan Am 
bonds; 

0 . Government's Exhibits *1, and specifically 
the Item on page 1 thereof, with respect to the mlsvaluatlon 
of the Pan An bonds. 

20. There Is no evidence that Solomon participated 

| 

In physically making any false bookkeeping entries with 

respect to the purchase, sale and carrying value of the 

% 

$700,000 In the Pan An bonds described in the foregoing para¬ 
graphs. Specifically, Oovemnent Exhibits 3A, 3B, 3A and 
8B were prepared by another Weis employee under the direction 
of the defendant Leit and pursuant to his Instructions, an 
were Exhibits 5 and 6. 

21. The difference between the net capital of Weis 
reported in Exhibits 5 and 6 and the net capital which Weis 
would properly have reported if the firm had never purchased 
the $700,000 Pan Am bonds was not material because the firm 
was required to and did take a 30* "haircut” in valuing the 
misrecordod Pan Am bonds, pursuant to Rule 325 of the Mew 
York Stock Exchange, in making the net capital computation 
reflected in Exhibits 5 and 6. However, the unconsolidated 
income figures reported in Exhibits 5 and 6 (Item 370 of 
each Joint Regulatory Report) were materially affected by 
the mlsvaluatlon of the Pan Am bonds described above. 

22. Defendants Leit, Levine and Kuble have all 
pleaded guilty to Count 1 of the indictment in this cane and 
Leit and Levine have each also pleaded guilty to a separate 
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- information related to tho falsification of Weis records. 

The defendant Lynn has entered a guilty plea to Count 17 of 
the indictment and to an information charging him with 
falsifying Weis records to conceal an unauthorised use of 
Weis funds by Lynn. Each of the said defendants is awaiting 
sentence upon these guilty pleas. 

24 • D*fend 5 int Solomon adheres to his objection to 
the use by the Government of Exhibit 1 for purposes of ob¬ 
taining his indictment for and as evidence to prove the crime 
alleged in Count 7 of the indictment, for the reasons set 
forth in the various memoranda of law submitted on his behalf 
in support of the motion to suppress use of that testimony 
and to quash the indictment; and in entering into this 
Stipulation, Solomon has not waived such objections, but, on 
the contrary, specifically reserves his right to appeal, on 
the basis of such objections, from any Judgment of conviction 
which may be entered against him on the basis of this 
Stipulation. 

Dated: New York, New York 
July 3, 197*. 

PAUL J. CURRAN 

United States Attorney for the 

Southern District of hew York 

By: 


/li. on 



i. fatATfST" 

Attorney for the defendant 
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EXHIBIT - EXCERPTS'-UF MINUTES OF TESTIMONY OF 
ALAN C. SOLOMON BEFORE SECURITIES t EXCHANGE 
COMMISSION DATED MAY 17, 1973 

[Pages 1 to 22 and 96 to 98] 
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H Z *7 YORK STOCK E 7. CHA i'T G 2, I N C. 
DEPARTMENT OP l-GMBSR FIRMS 


Haw York, ilay 17, 1973 
(11:30 A.H.) 


MR. ALAN C. SOLOMON, Executive Vice-President- 
Trassursr-Directcr, Weis Securities, Inc., appeared fcefora 
Messrs. Detmi3 Pape, Special Cour.se 1; Stuart Fields, Senior 
Conduct Investigator; sad nubray J. 57e-sack, Principal 
Examiner, of the Dapartr.an.': of Member ?irr3, whan the 
following discussion took place: 


Also Present: Alan H. Hoffran, Esq., of Sharsff, 
Friedman, Hoffaun & Goodman, Counsel for Mr. Solomon. 


MR. PAPS: J!r. Solomon, for purposes of identi¬ 
fication, I 3a Dennis Papa, Special Counsel to the staff 
of the.Department of Member Firms; or. ay right is Hr. Stuart 
Fields, Senior Conduct Investigator for the Conduct divi¬ 
sion of the Department of Member Firms; ar.d sitting 
opposite vjs U ,'r. * Jl* aj Voaack, Print Ipul Exanir.er of 
tho Enchenge. 

Th's 3sard of Directors has ..authorised us tc 










2 


raqUlra ICabat ' S ' allied ■“"*>•« — payees cf nemcers 
and easier organizations to appear aad testlfy ^ cot _ 

nection with investigations. I should aUo like £o 

you that a person who is adjudged to have »*. a Qi33ta£ ._ 

cent upon a csterial point to ta officer or employee of 

•Che ^change so authorised by the Board of Directors *ay 

be suspended or expelled for said niaatotaneat. 

Is that c.laar? 

SOLOMON: Yes. 

\s 

M. PAPE: For the record, you are appearing 

here today with Mr. Hof a™, and ha is your course! for 
thic -- 

% 

3®* SOLOMON: Yes, he is. 

•MR. PAPS: Tharic you. 

BY hR. ?AP2: 

0 

. Q. Mr. Solon*. when did you join the sect- 
riti.^s industry? 

A. Juns, 1930. 

Q. And when did you join Weis, Voisin, Cs?~n? 

<At this 6isa Kr. Bcwsk left the toon.) 

January, 1JS4 or January, 1965 ; I don’t 
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have the years straight. 


Q. Ana what vas your position there? 

A. I vaa a iii'cisr of the American Stock Ex¬ 


chan.se. 


Q. And are I correct in assuming that until 
the early part of 1972 your functions with the fir:a 
involved either Floor trading or trading of securities 
for the firm? 


change? 


A. Yes. 


Q. And in 1972, approximately when did thi 3 


A. I don’t knew how -- should I.say !£ was 


elected treasurer? 


Q. That is what X an interested in. . 

A. I was elected treasurer of the firn in 


March, 1972. 


Q. And up until December, 1972, what functions 
did you semra as treasurer? 

A. 2 signed certain dccv.ner.is and reports. 

9. d you do anything in the way of preparing 
those vvporic, or reviewing then for accuracy at. this time? 
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A. No. 

Q. What other positions were you holding in 
the firm of Weis, Voisin, Cannon in December, 1972? 

A. In December, 1972 I va3 treasurer, I was 
executive vice-president, I was a member of the Board 
of Directors, I was a msraber of the executive committee, 
and as executive vice-president I was executive vice- 
president in charge of o;:.r trading and order rccm func¬ 
tions. 


Q. Prior to December, 1572, were you aware 
of any improprieties in the reporting or bookkeeping of 
Weis, Voisin, Cannon? 

A. No. 


Q. Would you please state whether or not you 
became aware of any improprieties from December on. 

A. Yes, I did. 

Q. Okay. 


Could you please relate, for the record, what 
these improprieties were, and relate hov you became 
ra/ere oi: then. 

A. Toward 3 tea end of December, beginning or 
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January, I want: to a meeting with Mr. Lei'c, Hr. Kubie, 
Mr. Lyrm and myself — 

Q. Hr. ICubia w*a controller at th ±3 time, 
and Hr. Lynn was assistant controller? 

A. That is correct. 

I 

Q. And what w 33 Hr. Lait's function? 


A. Mr. Lait was president, chief operations 


officer. I was — 


121. EOFPILAIT: Hay I interrupt. Hey we go off 

the record? 


Ml. PAPE: Off the record. 
(Discussion off the record.) 
13. PAPE: Back cn the record. 


A. (Continuing) We met at Christ Celia's 
Restaurant. Tha purpose of tha meeting was to find imys 
of showing — of improving our earning3 pictura. We dis¬ 


cussed revaluations of restricted stock, va discussed 
revaluations of inventories, and various other things 
that I can’t specify. And I cum a no at that meeting 
with tha plan of taking a position in Par. American con¬ 
vertible beads :* 1/1 1 s 1S':3, which ware aollSa** .*t 
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around 52, and mis evaluating than as Pan Affl « s 4 1/2 » 3 
1984, which were sailing around 30. 

Q. boes this mean that you didn’t own the 
position at that time, and they wore going to be bought? 

A. I had traces the bonds on end off for a 
number of years. Whether I had a smell position, it 

doesn’t matter. The balance of the position was taken 
on after this casting. 

Q. And what was that position? 

A. We bought seven hundred bonds. 

Q. Please continue. 

MR. HOFFMAN: May I go off the record again? 

MR. PAPS: Yes. 

Off the record. 

(Discussion off the record.) 

MR. PAPa: 3ac.< on the rscord. 

A. In January, I would guess coward* the middle, 
around the 15th to the 20th, and that is just a guess 

of date, but I would imagine around there, wa had a 
meeting. I don't remember the locaeioj. It s;as prob¬ 
ably either at Mr. Leifs -partes,nt or Hr. Lavinf s 
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apartnant. It V733 attended by Hr. Kubie, Mr. Lyzrn, Mr. 
Lsit, Mr. Levina and myself. Wa discussed the P&L picture 
for the rim. At this nesting it "-/as mentioned th.it for 
seven iccnths through Dec amber, where our books were 
showing approximately n break-even, that vs had a Ions 
tjhrch was not reflected on the books of somewhere be¬ 
tween three and three and a half million dollars. Thi 3 
was very inconceivable to me to be a proper figure, ba- 
cav .33 I bolievad that, number one, in December we bad 
made clo3e to a million dollar3 because we bad a good 
retail month, we had an underwriting, a twenty million 
dollar underwriting, ?ea3e & Ellinan Realty Trust, and 
that if this was true, then since our audit it meant 


that for the other Gin months we had to be losing at 


thsi rate Ox 0700,COO a month, which va3 totally Incon¬ 
ceivable to me'because I was under the impression that 


our break-even was somewhere 
to two mil lien five a rxonth, 
thfc'.t “-re had done during this 


around i:vo million four 
and that the gross volume 
period could no way have 
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askad questions about our Stock Exchange 325 ratio, where 
I was assured that our ratio was stiil intact and proper, 
and that these differences were on non-good ratio items, 
furniture and fixtures, things that were disallowed for 
325 ratio but, you know, could inflate the earnings. 

Q. And who told you these things? 

A. It would either -- I would guess that it 
war, Mr. Kubie. I am not positive it was. It would have 
been either Mr. Kubie, Mr. Lynn cr Mr. Leit. 

MR. iiCFFMAiJ: Can we go off the record? 

MR. PAPS: Surely. 

(ui3cussion off Id-e record.) 

MR. PAPS: Back on the record. 

Q. Please continue. Is there anything note 
on that meeting? 


(At this time Mr. Womack entered the room.) 


A. Yes. We instructed — 
Q. Who is ,f We”? 


A. Mr. Laic, Mr. Levina 


end ’iiyself. 


" was 


Tc fr-.ud out where we really u;oocl here, i' 
necessary tc wars up r.r accurate break-even calculation. 
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anc. to .-Tine vhere, you kcow, where wa stood and what kind 
of volume levels wa had to do to be able to break even. 

I think ii: was also taantioned at this dieting, although 
ay tiding on what was ner.tionad at which meeting is not 
all — you know, I can't ba positive on it — it was 
ner.tioned — that I mentioned that Joel Xubie had c?.sn- 
ticnad to me at the and of April, which was after *?s 
had moved into our now building and taken 01 our big 
increased overhead by nicking no our new rent, had smn- 
tiemad a two million four break-even level to me. 2obby 
Lynn had said lie had er?.uaent3 with Joel that the break¬ 
even was scaawhat ieore, in tha neighborhood of two million 
B& r en. And they said they thought it was closer to three 
million at thi 3 point, lie told theca to go back and work 
up a new break-even figure. 

q. How, at this meeting was i:nore any accounting 
schedules, or anything uresanted at this nesting? 

A. There must have been some, but I aa rot 
sure erectly whit was presented and what -res not presented. 
Yh.-.re were schedules that X knew were presented at other 
nettings that ware not at this meeting and — ear. I go 
off the record for a second? 


* 


4 
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MLl. PAPE: Off the record. 

(Discussion off i:he_ record.) 
id. PAPE: 3ack on the record. 

A. (Continuing) At later meetings ti ara was 
a schedule of "woodwork," — put that in quotas, I guess - 
which was net presented at thi3 meeting. 

Q. And, basically, the word "woodwork,” neats 


what is hidden in the woodwork? 


A. Woodwork naans, what is hidden in the wood¬ 
work and not reflected on the books. 

Q. How, at this nesting it was -admitted to you 
that there was a conscious effort under way in the Izv.t 
seven months either to overacci-ue or to under accrue inccau 
or to not record or overrecord assets or liabilities? 

A. I received Che impression at this nesting 
that a very, very conscious effort had been rads to b«ef 
up earnings, hide losses, or whatever. 

a was concerned about two things on hearing 
this. I was also concerned about ;:ho P.'u, picture, but 
I vs 3 concerned cair.ly with our Stock Erchsn-.o , 

i 

so that if had a bv.sj.ne:}3 Chad vat losing coney t-re 
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usi-3 r.of; out of ratio and could continue to be in busi- 
na53, and that our ratio was proper. 

And I -.723 also concerned about using of cus¬ 
tomers' segregated securities. J. asked about this, <md 
I *733 assures, I nsiiava by Hr. Leit, that segregation 
’.ws clean and baling properly handled. 

Q. And yon mentioned before that they were 
using bad assets to bids these linens, is that correct? 

A. Yes. The impression I got was that this 
unresolved loss ;:as in iters like overcapitalisation of 
goodwill. 1 think they mentioned here that they had an 
insurance claim of Winslow, Cchu, an insurance claim 
which the}" carried in — which they re not u: ing for 
good 325 capital, but which they carried on their backs 
which improved the ?£L picture, but it did not improve 
the 325 capital picture since if was not good capital. 

• 0. Nov, the Pun American bonds. Iiov soon 

after that dinner nesting were they purchased? 

i.i. I would say, within the rre;:t veek. 

Q • Ass c 117.3 — <'.id fa Is ,>03 if do’s was 
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A. I think this position was liquidated bs- 
tvean — as an approximate data, it was started to ba 
liquidated towards the end of torch, and the liquidation 
was cor etad in the bo-innins of April. 

Q. And it ws-.s your understanding that for the 
end of January end the and of February these positions 
were properly valued for capital purposes? 

A. Yes. 

C|. !vnat subsequent meetings took olace. r.;id 
wnrt were you. raade aware of? 

(At this tire Nr. Fields left the rcoa.) 

A* The next treating that I remtbhar. are 
is difficult, you izn cw, to pinpoint, you know*. ««*»>* £ - 
oecause I con ? t have a written record of them, I think 
uhere was anctner neetirg in January where we yot th-'s 

three rail lien two break-even, you Icnow, laid out, and 
we went to vork -- 

r.OFTMAil : May I interrupt at this point? 

- -.G.'.y. 

yp*> . i .'ii • •, • *» .. , _ 

L 4'i J.%; • • LA M * f ;*«•( ■*"* • ,.' • - „ — 

— wi-—. .. w J. i. i?2 VT><! f- # | 

j. ? i.4* I XOil >.*0 /".'S' *’7* ■**". , /. * ... _ _ 

" W» W 2.W ii 4»../, ^ y ^ J |* j" .* O O P‘*> < • ^,4 
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et scrae point himself, as -.7*11 as, if you wish, the re¬ 
actions of others. 

A. (Continuing) So, we went to work on setting 
up a procedure to put in tussive cuts to reduce the break¬ 
even level of the firm, so that drain of capital that was 
obviously cosing from these losses — 

PA?i: Mr.y I xnteiirups ccr a moiaerit. 
Counselor, is this the roration that you are 
talking about, or are you talking about his reaction to 
out tn at the books were not cj-jitc accurst a ro 
say the least? 

>IH. HCFPMAM: fas. I think thee at sene point 
the record should show that, you know, what his reaction 
was upon finding out these things. 

Q. If you will, Mr. So lor. on. 

A. Ckay. 

I would 3ay, at this tin a I heard that, you 
know, as I arrived at, you know, a formula which I think 
I mentioned before, that it was iicoossibia for us to 

^3v70 mUCn " 7 CO*.i* 7 *)r!v J o? "v?!’.T 7 S’ 5 * ^ **^511 I *^^ ^ 

have lost: that much since the audit in nay wr. 7 , :.nd T 






391a 


14 


h2n - tIiat SO£ * oi? **.236 losses existed prior to the 
audi' v . 

Q. Now you ai -2 saying you hoard this afc these 

rnaatiag3? 

A. I can’t tall you the exact caeting. You 

MiOw t i can ~c tall you tii ,a o-r a r. «- ^ 100 .-.v - , . 

' ' ^ 22 ..x_ig x neard it at. 

Q • ’uic/c "*2S your first $ ._ 

j i wk it.io3 T-ren you found 

out the books mM records »««•* accurate at this moating 

in January? 

A. v was very upaat. I was conceded for the 

busiuaaa. I was quite eurprisH. Sat, most importantly, 

I w concerned for the business, and I was concerned to 

fi-ad out, are wa in ratio; are we in dasher of being put 

out cf btisia«33 tcsorrov noming beejuja, yoi: kasw, we 

ware out or ccroi’ r.rc° •;i•'*>» :ro , 

* “" P * * ,c7 xo ~* *»-- oc * &cehsage regu¬ 

lations. 

You Icncw, the iirst thing — try first reaction 

to this thing was, what ana we doing? Are the books good 

capital? Are the tilings that v*on*» c-> <-v 0 % •> 

° ” - 1 -- v.T^ 4l g cn tna ocoI <3 being 

‘ “ ° a Sin:, L-.3 you Icncw, just to 

^;:C 2 Uc:j st this point, more than the 


beer uo en:roin::s? '■** 
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esming3 picture, which sis a businessman I am vary con¬ 
cerned with, I was more concerned with, you Itnow, seeing 
that we had the ability to stay in business, meet our 


obligations and correct our situation. 

Q. And the impression you were given 'is that 


the assets that ware being beefed up were not capital 
S3sets? 

A. Wara not capital assets. 

Q. Would you please continue, chronologically. 
A. I went away then. This was the beginning of 
February. 2'lcw, I mentioned, i chuuCj two meet mgs. 
whether you could come end say there were three meetings, 

I have no record of it. 3ut I mentioned two, and that’s 


about ’what I remember. And then I went away. 

I got a call while I was away — 


0 . 

A. 


Where ware you, by the way? 

I was at Little Die: bay in the 


Virgin 


Gorda, G-o-r-d-a. 


I got a call from Its, L-r.it that we had -- 
the: they had instituted a program oil massive cute that 
would reduce cur break-even level by about Ik00,000 a 
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iconth, and "hat I should ccne back to help them implement 
tho cuts. I told then whatever cuts they decided they 
would like to do, 1 will gc along with, but that I w, ls 
i'ot c crains ncrs early iron vacation, from my vs cat ion j 
I was not because I had coma hone early from ray vacation 
the year before. 

(At this tines Mr. Fields entered the roon.) 

Q. Please continue. 

A. I ccrae here iron rjy vocation somewhere in 
tne nldcle Vibruary and we had a nesting whore we went 
over the cut program, avid where va were going to cut. 

Q. Who was ;, -. 7 e"? 

A. I'm not ours. I think there were two. I 
think there was one with the executive committee, and I 
think there w«3 another one at Mr. Laic *3 house with Mr. 
Xubls and Mr. Lynn, where in that meeting we were going 
over items with individual depsirtmants, like hew we 
wouic. try to structure a deal for, as nr. ezenple, Jerry 
Murphy in our foreign cepertnet.t, a deal where we would 
ivake :no:.*e non 27 off of it and if would be a deal he 
'••Oti.d c'ooatt c.i\ 1 oVii.ll ouav obh uo, since we felt bo 
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W l*. 4 . *, 


was a vary valuable thing. We also went through evalua¬ 
tions of other departments to see if they were, you know, 
worth having, you know, worth having the department, or 
should She department be closed down, efc cetera, et cetera, 


Q. Were any improprieties discussed at these 


listings? 


A. I do not think so, although some joking 


remarks could have bent rcade about, ,r tfa got big problems." 
ht this point, while 1 knew we had serious problems, and 
I knew thin .',3 were very wrong, I cild not believe our 
capLtal situation was in terrible, terrible jeopardy. I 
felt our capital situation was still fairly whole. 

The c .ly other things that was happening at 
this noint is «*hat we were facing a month of February 
that looked like it was disaster from a ?SL point of vie:?. 

Q. Jlov, in thi 3 period of time, did you sign 
a *■ oint regulatory report for the month of January? 

A. 1 did sign a joint regulatory report for 

thu month of January. 

0. And at this time you were aware that the 
f igures reported the?:son -would bs inaccurate, Is that 
correct? 


\ 
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A. At this point -- 

rfH. HOFFMAN: Can I 337 something off the record? 

MU. PAPE: Off tli a record. 

(Discussion off tha record.) 

MR. PAP2: Back on tha record. 

A. I knew at this point that there were cer¬ 
tain things in the report that ware not correct, but 
they were minimal. The one thing 2 knew for sure via 
the Pan Am herds, but I still believed that by and large 
the racio was very close to correct. 

Q. Did you know whether or not the loss of 
five hundred plus thoasssu dollars that was- reported 
was accurate? 

A. Yes. I believe that was an accurate report 
of a loss. I still think that, by the way, because one 
of the things — I got to go back. New i'n confused. 

Did we report five hundred in January as a loss? 

Q. It is over $500,000. in that range. 

‘ 1R . Can we go off the record? 

in. Cr'.u the record. 


!_ 1. Lccuscio'-i or..2 .) 
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were 

working very 

getting 

this cut 

d get it 

into effect 


Kl. PAP 2: Bank on the record. 

A. !C believe that loss x:a3 correct, and I 
believe it today that that was -.nrat wa lost in January. 

0. How, could you please continue. >Jhat 
else took place in the v.onfh of February? 

A. Okay. 

In the month of Fo'r-ra-: 
hard on putting in cuts, you kne 
program institutcc so that we cc 
m cuickiy ns possible -without losing our whole system, 
at cetera, at cetera. 

In addition to that, we continued to have 
nestings with Subia, Lynn, Levies, Leit end ciy3elf. 

In these meetings a schedule was presented of woodwork, 
whereas this schedule was not as detailed as a later 
schedule for the and of liarch, and ifc gave a list of 
it'iius and we triad fan these meetings to determine the 
itc::s3 that -•••ere improper on the books, whether they 
were being us ad for gaol capital or for bad capital. 

(.0 is evasion of: the record.) 

FA? 2: Sank on the record. 
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Q. 1 have handed you a r.uabsr of documents 
tnai: you have examined. Cue of then is dated 1/26/73, 
ar.d it is represented to t:s to be a woodwork schedule 
for that period. Have you ever seen that one document? 

A. I a not sura that I have ever seen this 
one, but I think that I probably have. 1 say that be¬ 
cause it doesn’t detail ~ you know, it really doesn't 
detail wuac it is. vThst it looks like to tie is a P6-L 
statement os to what our PSL statement really should 
have beet:, and it doesn’t -:00m *- c 1 _ „„ , 

cr,r * texi. where tna difference oetr;asa what cur P^L 
statement was cn the fcooxs and what our - statement 
io, «?nd tnis 003311 t snow vnero the items ar—. So ” 
prost.-soe that I did see this, .and I presume that this 
ever.id fcne question, 'iJell, where are these things?" 

This is the one that evoked the question, r ; There ars 
co.asi:: d^lrerenoes? Are we using thea for good capital 
a..e •?e jiz.ee .mr luting cur ?and we arc , 

oui’ ! 2 s capital.So, i prasussa that I did sea ’"’v's. 
^....i..s ;3 a a. can t say tea.: i ale cr didn’t for sure. 

. lira second document is tinted Febru~--? ?• 


0 
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1973. Have you av«r seen that one before? 

A. Yes, ?. did. 

MR. PAPE: Kilt the Reporter please mark the 
January on a as Exhibit 1 and the February one as Exhibit 2. 

(Whereupon, documents described above ware 
narked Exchange Exhibits U 03 . 1 and 2, respectively.^ 

Q.- Nov, would you please continue discussing 
what to-“k place at these meetings in the month of February. 

A. Well, in the month of February-, I don’t 
know hew many meetings, you know, there vare after I 
returned back from vacation. This Exhibit 1 here, which 
I believe that I did see, at the end of on 2 cf them it 
did net break down, cs X said, where the understatement 
of loss was, and the questions that ve tried tc -- 

Q. Whan you say "ve" — 

A. When I say "ve," Sol Lsit, Arthur Levine 
and myself, triad to come up with here, ar.d the question 
I tried to answer certainly iti my owe mind s, were 
the items that deflated ov.r loss, or reduced our lost. 


were 

they be 

ing -- 

ei for 

good capital or 


they 


Q. 

How, 

lot n 

a ask you a .quay; 

* 2. '371 • 

'Our 

this 

Period, 

V«< 

4 e* .... 

17? 

dreary. ';aa thin 


first 
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had aver known that the bookkeeping of the fii.-a v;a 3 not 
^ 3 -**3 done accurately and W33 being done iororcperi"'*? 

A. 7. aiust answer — I have to answer that 
question as I sit today. These things became none sr.d 
uore apparent to me. I c:n think bach and say, naybe 
1 should have known something then. I had no conception 
oi- the scope of this, at any rata. I did fsel that v-e 
h-ad often pushed earnings by capitalizing something, or 
of t.his sort, i felt they were 3 
bookkeeping entries that could be, and some of then 
were, 7 ou know, legit ins to tilings# X am trying co — - 
i-Ll. TIOTFHuiT: Could vs stop for a second? 
til. ?A?S: Off the reccrd. 

{discussion cff the record.■ 

Vi?., PAPS: Back on the record, 
ri. la other words, while I believe that the 
accounting night not be the most conservative accountin'- 
in the world, I believed the accounting was totally 
l»2$£laata acsctatteg. Chile is otSht rat ba she a« 
cans ergative, 7 helicva it had be:n approved ty cur 
'li-uliturs oh3 and vu.litad • ted •?> v..,. 1 

*.» * *■ •• — i-.»/ jU li t 'Ji’f 

.:ir. 3. 


* * * 
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a chance to work out these problems and put the fira on 
a sound basis, and preserve my reel lor; stockholders, ny- 
self, and a bus in ass which I have put a lot of rice and 

effort into. And I think try thoughts war a misguided_ 

I don’t uxtiulc, X know. I know my thoughts ware ni^)guided, 
in that my actions were improper. But it we? dona -- 
“ r °3 my mind, vast x thought i was doing was trying to 
hold something toga the::, to put it in shape so that I: 
could start anew to be a good and profitable business. 

I'Ll. H07 ?>.Yy?I: *nd cr.e raors thing. Ue had dis¬ 
cussed chi 3 the other day. You mentioned that khrou^oui 
this period you a alt that the firm had no a ash flew r,::ob- 
lem, at least not towards the end, that the firm tas-icsily 
was in 3 sotm cash flow position, that it was <:.bla to 
meet Lt3 obligations to customers, to other brokers, to 
creditors g anarallv. 


Ml* SOLOKOcJ: I believe that is a taut. I 
believe that it still he.:- Iona that. To the bast of 
«sy knowledge, you Ionov, oven at this point, while 
accruals on the boohs, no *;» hevo gone through before, 
eight have beau uncnrecvc-’.a.i »:n the books, \:hon bills 




I 
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wars presented they ware paid, securities -rare paii for 

that ware delivered, customers ware 3-snt their checks, 

segregation -;r.s clean, securities were not used inproperly, 

end the business, while obviously to me at this poinf Is 

• 

either cut of compliance with regulations or very clos * 
to cut of compliance with regulations, it was not an 
insolvent business no-: capable of nesting it a obligations. 

MS. PAPE: Ue have r.o further questions. I 
want to thsrsk you for your .cooperation. 

ITe will close the record at this tiiaa. 

(Whcraupon, at this trims, 5:30 P.II., the raerrd 
was closed.) 


i JL„ 

Clltumltp.i o.pri-i'-.• 


ji 
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